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November, 1917, Examination Questions 
BOARD OF EXAMINERS 
Examination in Auditing 
NOVEMBER 15, 1917, 9 A. M. TO 12:30 P. M. 


The candidate is required to answer all of the fol- 
lowing questions: 


1. You are required to make a detailed cash audit for three 
years ending October 31, 1917. You find a disbursement 
for “Rent October, 1914, $1,000.00” on November 6, 1914. 
You are told the receipt is missing and the duplicate 
cannot be obtained. You are shown as a voucher a check 
dated November 6, 1914, payable to the landlord or order 
for $1,000.00, endorsed with a rubber stamp and marked 
by the clients’ bankers “paid.” 


State with your reasons whether you would accept this as 
sufficient evidence that the payment was made as recorded 
and, if not, what course you would adopt. 


2. How would you proceed in a cash audit of a club or fraternal 
order to ascertain whether the treasurer had charged 
himself with all the dues paid by members to him? 
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You receive the following letter: 


We have never had our books audited but are contemplating an audit 
now. Two of our friends have recommended you to us. Both 
have businesses similar to ours but their advices as to the time 
required are very different. Do you carry out different kinds of 
audits? If so, what are the different kinds and under what cir- 
cumstances do you recommend one kind and when another? 


Write a reply. 


What different classes of obligations and liabilities should 
be disclosed in an audit for credit purposes? How would 
you verify those recorded on the books and how would 
you try to discover any not so recorded? 


You are employed to instal a system for a large business 
which your clients have acquired. Your recommendations 
are adopted at the beginning of a fiscal year. At the close 
of the year you are elected by the stockholders to audit 
the accounts for the year. 

State what procedure you would follow in examining the 
charges to property accounts, and the objects of the 
various steps in that procedure. 


What are the essentials of an audit certificate in an audit 
for credit purposes ? 


How far are the duties of an accountant auditing the books 
of a company affected by the character and extent of the 
company’s system of internal check? 


In auditing the accounts of a trustee under a will, what 
special matters require to be dealt with which do not arise 
in the audit of a business concern? 


Prepare a bank reconciliation showing at least three different 
classes of items constituting the difference between the 
figures being reconciled and state how far you would 
investigate such items in a cash audit. 


A company has insured the life of its president for its own 
benefit, and is carrying the amount of premiums paid in 
its balance-sheet. What position would you as an auditor 
take in regard to these premiums? 
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AMERICAN INSTITUTE OF ACCOUNTANTS 
BOARD ‘OF EXAMINERS 
Commercial Law 
NOVEMBER 15, 1917, 1:30 P. M. TO 5 P. M. 


The Negotiable Instrument and Bankruptcy Acts 
will govern the correctness of the answers of questions 
I to 6 inclusive. 


Negotiable Instruments 


Answer two of the following four questions: 


1. What is the purpose of a protest? What instruments must 
be and what may be protested? What instruments need 
no protest? 


New York, October 1, 1917. 
One month after date I promise to pay to John Smith Five 
Hundred Dollars for value received, negotiable and payable 
without defalcation or discount. 


(Signed) HENRY JONES. 
Is the above note negotiable or not? Give reasons. 
3. What is the legal effect of endorsing an instrument in blank? 


4. A past due note, endorsed by the payee, but not marked 
paid, is found by an administrator among the deceased 
maker’s effects. What is the rule of law as to the 
presumption of its payment? 


Bankruptcy 
Answer one of the two following questions: 


5. Who may take advantage of the bankruptcy act voluntarily, 
and who may be forced into involuntary bankruptcy? 


6. Mention the principal acts which constitute acts of bank- 
ruptcy. 
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Answers to the following questions are governed by 


the common law: 


Contracts 
Answer two of the three following questions: 


What does a seller impliedly warrant in the sale of a chattel? 


When may a creditor enforce a contract with a minor? 


Explain what is meant by: 


An executory contract 

An executed contract 

A void contract (Give example) 
An implied contract ( “ a 
A voidable contract ( “ 
An express contract 

A covenant 


Rep ep 


Corporations 
Answer two of the three following questions: 


What is meant by cumulative voting? Describe and state 


when it is frequently practised. 


The president and secretary of a mercantile corporation seal, 


execute and deliver in the company’s name a mortgage 
on the company’s real estate, without the authority of the 
directors. The company receives adequate value there- 
for. Can the holder foreclose in the case of default? 
Give reasons. 


Describe briefly the more important powers and duties of 


the directors of a mercantile or manufacturing corpora- 
tion, and state some acts (1) which would render the 
directors personally liable (2) be ultra vires on the part 
of the corporation. Explain what ultra vires means. 


Partnership 


Answer both of the following questions: 


. A Band C respectively contribute ten, eight and six thousand 


dollars to the capital of a partnership. How should the 
resulting losses and gains be distributed in the absence of 
any agreement as to their distribution? 
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14. A and B are partners. A dies. The assets are found to be 
worth only 75 per cent. of the liabilities in liquidation. 
A’s estate is solvent, while B is insolvent. What are the 
rights of the firm’s creditors against A’s assets not 
invested in the partnership, and what are the rights of B’s 
personal creditors as to the partnership assets? State the 
rule governing in such cases, 


Income Tax 
Answer one of the two following questions: 


15. Under what circumstances and to what extent may losses 
incurred in speculation be deducted from gross income 
of an individual and a corporation respectively in ascer- 
taining net income subject to the federal income tax? 


16. When must returns of net income be made under the federal 
income tax law and when is the tax thereon payable? 
Who are required to make such returns? 
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BOARD OF EXAMINERS 
Accounting Theory and Practice—Part I 


NOVEMBER 16, 1917, 9 A. M. TO 1:00 P. M. 


AMERICAN INSTITUTE OF ACCOUNTANTS 


Candidates are required to answer four questions 


out of five. 


The following is the balance-sheet of the A. B. Company, 


January 1, 1915: 


$52,864 Accounts payable ...... 
Accounts receivable ..... 197,425 Dividends payable pref. 
Inventories : stock Feb. 1, 1915..... 

Raw material ........ 84,268 Dividends payable com. 

Finished goods ....... 31,597 stock Feb. 1, 1915..... 
Office furniture and Mortgage bonds 20 year 

DEN goudusnesoauns 7,500 @ 6 per cent. dated 

180,000 January 1, 1915....... 
250,000 Capital stock preferred.. 


Capital stock common... 
Reserve for bad debts... 


$953,654 


$953,654 


The transactions for the year ending January 1, 1916, have 


been as follows: 
Cash received from customers...............000- $793,501 
There has been purchased 

1,232,000 Ibs. raw material @ 20 cents per Ib. 


Discount and allowances on sales.......... pebews 23,519 
Disbursements have been made for 
243,356 
351,426 
23,843 
52,914 
7,853 


> 
: 
— $35,482 
10,000 
100,000 
5,000 
250,000 
500,000 
4,718 
40,954 
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Inventories January 1, 1916 

Raw material 412,595 Ibs. having a 

market value of 22 cents per Ib. and 

finished goods $30,842. The land 

is estimated to be worth $200,000. 
Semi-annual dividends of 3 per cent. on preferred and 
2 per cent. on common, declared in June and December, 
payable August 1 and February 1. Reserves for depre- 
ciation of buildings 3 per cent.; machinery 5 per cent.; 
office fixtures 10 per cent. Bad and doubtful debts reserve 


should be 2 per cent. of accounts receivable. 


Prepare an operating statement and balance-sheet as on 


January 1, 1916. 


2. From the following accounts appearing on the trial balance 
prepare without using figures, statements which you 
consider best calculated to set forth the operations of the 
year and the financial position at December 31, 1916, 
assuming that you are preparing these statements on 
behalf of a bank which desires paper available for redis- 
count with the federal reserve bank. 


Accounts payable 

Accounts receivable 

Advertising 

Buildings 

Capital stock 

Capital stock unsubscribed 

Cash on deposit 

Commissions paid salesmen 

Depreciation buildings 1916 

Depreciation machinery 1916 

Discount allowed on sales 

Discount received on purchases 

Doubtful accounts receivable 

Factory expense 

Finished goods inventory Decem- 
ber 3i, 1915 

Freight and cartage inward 

Freight and cartage outward 

Fuel 

Good-will 

Insurance buildings and machinery 

Insurance finished goods 

Insurance unexpired buildings and 
machinery 


Insurance unexpired finished goods 

Interest accrued on investments 

Interest accrued on mortgage pay- 
able 

Interest paid 

Interest received 

Investments 

Labor factory payroll 

Land 

Machinery 

Material inventory December 31, 
1915 

Material purchased 

Mortgage on plant 

Notes payable 

Notes receivable 

Office expenses 

Office furniture and fixtures 

Office payroll 

Organization expenses (to be dis- 
tributed over three years from 
January 1, 1916) 

Payroll factory accrued 

Payroll office accrued 
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Petty cash Salaries general officers 


Prepaid taxes and real estate Salaries salesmen 

Profit and loss 1915 surplus Sales 

Repairs buildings Salesmen accounts — advances on 

Repairs machinery salaries 

Reserve for bad and doubtful Subscriptions and donations 
accounts Taxes income U. S. 


Reserve for depreciation buildings | Taxes real estate 
Reserve for depreciation machinery Work in process inventory Decem- 


Returns and allowances on sales ber 31, 1915 
The inventories December 31, 1916, not on the books were: 
Finished goods Material work in process 


3. Company A purchased on January 1, 1917, the entire capital 
stock of Company B at $175 per share, and the entire 
stock of Company C at $80 per share. 

You are handed the balance-sheet as understated at June 30, 
1917, and are requested to prepare a consolidated balance- 
sheet of the A Company and its subsidiary companies 
at that date, 

BALANCE-SHEET—COMPANY A 


Property and goodwill.. $850,000 Capital stock ........... $2,250,000 
Stock of subsidiary com- Current liabilities ...... 150,000 
1,500,000 Surplus, January 1...... 525,000 
Current assets ......... 700,000 Undivided profit for one- 
125,000 
$3,050,000 $3,050,000 
BALANCE-SHEET—COMPANY B 
Property and goodwill.. $650,000 Capital stock ........... $400,000 
Current assets .......... 60,000 Current liabilities ...... 10,000 
Surplus January 1....... 200,000 
Undivided profit for one- 
100,000 
$710,000 $710,000 
BALANCE-SHEET—COMPANY C 
Property (as appraised $1,000,000 
January 1, 1917)...... $1,130,000 Current liabilities ...... 240,000 
Current assets .......... 180,000 Surplus, January 1....... 30,000 
Undivided profit for one- 
40,000 
$1,310,000 $1,310,000 


There are no intercompany accounts or inventories. 
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Frame any entries necessary to record the action of the direc- 
tors as it appears in the minutes of the meeting of August 
15, 1917, of which the following is a synopsis, and the 
action of the officers taken pursuant to authority conferred 
on them by such minutes: 

The treasurer reported that the profits for the year as audited 
amounted to $59,287. Voted that a dividend of $40,000 be 
paid on October Ist to the stockholders of record September 
15th and that $10,000 of the profits be appropriated as a 
reserve for relief of employes disabled while in the service 
of the United States and invested in Liberty bonds. 

The treasurer reported that he had an offer of $1,000 in 
settlement of a debt of $3,000 of the A. B. C. Company, 
which had been written off as irrecoverable in 1914. He 
was authorized to accept the offer in full settlement. 

The president reported that he had received tenders for new 
building planned in the amount of $185,000. He was 
authorized to execute a contract accordingly. 

The president reported that a firm of bankers had offered to 
purchase $200,000 of the company’s twenty-year 5 per cent. 
bonds to be dated October 1, 1917, at 93 and accrued 
interest. He was authorized to accept the offer and deliver 
bonds on that date. 

A owns an annuity of $50 per annum, the first payment on 
which falls due one year hence, and which continues for 
a period of twenty years certain. State 

(a) The present value of the benefit. 
(b) The amount which he will have accumulated at the end 


of the period if he invests each moiety as it becomes 
due. 


Assume interest at 4 per cent. payable annually. In this connection 
the value of (1.04)” is stated to be equal to 2.191123. 
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BOARD OF EXAMINERS 
Accounting Theory and Practice—Part II 


NOVEMBER 16, 1917, 2 P. M. TO 5:30 P. M. 


Candidates are required to answer six out of the fol- 
lowing nine questions: 


1. You are called upon to state what is the annual sinking fund 
necessary to redeem a principal sum of $1,000,000 due 30 
years hence—it being assumed that the annual sums set 
aside are invested at compound interest at 5 per cent. State 
what computation you would make to arrive at the result 
desired. You need not work out the computation. 


2. Discuss the relative merits of bound books and loose-leaf or 
card records for various accounting purposes. 


3. Describe the form in which it is customary to submit accounts 
of trustees and executors to a probate court in any juris- 
diction with which you are familiar. Enumerate the various 
schedules containing the details of such accounts and 
describe exactly what information each affords. 


4. What are specification costs? What are their special advan- 
tages and disadvantages? 


5. Outline the instructions you would give to afford the head 
office of a company adequate control over expenditures at 
its various plants for additions and replacement repairs 
and to ensure uniform and correct accounting treatment 
thereof. 


6. State the general principles to be adopted in valuing the inven- 
tory of a concern engaged in selling various articles, some 
of which it manufactures and others of which it buys 
complete. 
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7. The “X. Y. Z.” Corporation, the accounts of which you are 
auditing, is an American company, and has as its principal 
asset an industrial plant purchased many years ago located 
in Mexico. It also has capital locked up in current inven- 
tories, accounts receivable, etc., incidental to the operation 
of such Mexican plant. For many years the Mexican 
accounts were reflected on the head office books on the 
basis of $2 Mex. to $1 U.S. A. Do you consider this proper 
at a time when Mexican exchange stands at, say, $1 Mex. 
equal to 18c U. S. A.? Assuming you feel that the situa- 
tion requires adjustment, how would you proceed to correct 
the American balance-sheet. 


8. Define—Deficiency Account, Amortization, Consolidated 
Balance-Sheet, Depreciation, Contingent Liability and 
Controlling Account. 


9. The prospective purchaser of a business employs you to 
examine the accounts. 
What important facts should you give your client in such 
a case? 
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Uniform Cost Accounting for Milk Distributors” 
By Epwarp A. Krackg, C.P.A. 


In probably no industry in the United States is there today 
a more pressing need for accounting reform than in the milk 
distributing industry. Not that the need is not fully as great in 
other business activities, but in the present acute conditions, it 
is hard to conceive of any field where the need is greater. 

There are several reasons for this urgency. In the first place, 
the development of the milk dealers’ accounts has not kept pace 
with the growth and concentration of the industry. Barring more 
or less scattered shining examples, dealers are not supplied with 
the refined details of their operating costs that they have a right 
to expect of their accounts. So-called cost data, which are in fact 
nothing more than estimated statistics, form an unsound basis 
for the exercise of executive judgment; and detailed costs that 
cannot be multiplied by the quantities of their respective products 
and positively proved with the profit and loss account are not 
worth the effort required in their compilation. 

Another factor that strongly urges the advisability of a proper 
systematization of milk accounts is the evolution of the industry 
from the realm of competitive individualized private business into 
that of a quasi-public utility. As in the case of other industries 
where the concentration of the distributing function in a given 
locality makes for greater efficiency, the old economic slogan of 
competition being the life of trade is obsolescent. Such a develop- 
ment naturally is accompanied by the extension of governmental 
regulation. 

Now the prime requisite for the beneficial exercise of the 
governmental regulating function is a true and comprehensive 
knowledge of all the operating facts—otherwise, regulation may 
easily turn out to be strangulation—and that true and compre- 
hensive knowledge can only be obtained from a properly conceived 
and conducted system of accounts. 

“There is no royal road to mathematics” was the terse admo- 
nition given by the ancient Greek mathematician, Archimedes, to 


* An address before the International Milk Dealers’ Association, Columbus, Ohio, 
October 23, 1917. 
424 


= 
; 
+ 
aes 


Uniform Cost Accounting for Milk Distributors 


his Sicilian royal pupil, whose idea of acquiring knowledge was 
to follow the line of least resistance. And that epigram may well 
be paraphrased and applied to the accounting problems of modern 
business. The executive of any enterprise today who is satisfied 
with the knowledge of the mere balance of his profit and loss 
account—who is content so long as the credits exceed the debits 
—is following the line of least resistance; and the line of least 
resistance sooner or later loses all resistance whatever against the 
oppressive weight of ignorance of the facts. 

But even if there be no royal road to the acquisition of the 
accounting facts, the road that does lead there is entirely passable 
and can be successfully and comfortably traveled. The old- 
fashioned, once-a-year profit and loss balance type of account 
keeping is a good deal like driving in the old buggy behind reliable 
old Dobbin—if you do happen to fall asleep and let the reins 
slack, he’ll go by himself and get you there all right. But if it’s 
a six-cylinder car you’re driving you can’t fall asleep with safety 
—it will require attention all the way—but it will certainly leave 
the old buggy miles behind. And so, measured not by the com- 
parative ease and freedom from effort in its conduct, but rather 
by its accomplishments, the adequate, carefully planned and intel- 
ligently directed system of accounts has become the indispensable 
vehicle in the attainment of business facts. 

It is not my purpose to draft here the technical details of an 
accounting system, but rather to indicate the nature of the infor- 
mation such a system should comprehend. Such details as were 
requested by the recent questionnaire sent out by the milk com- 
mittee of the United States food administration would be readily 
ascertainable; but the scope of the data procurable therefrom 
would be even broader. As to sales, the accounts should show 
the composition thereof, not only by classes of product, but by 
classes of trade, whether wholesale or retail, whether delivered 
on routes or sold from stores, and in what size of container. More- 
over, the summary of sales should comprehend such distribution 
for quantities as well as for money. 

To some, this may appear to be an ambitious undertaking; 
but the emphatic answer is that those who are doing it now 
would not do otherwise. The mere contemplation of detail, with 
a certain type of business man, gives rise to unreasonable fear, 
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like the dreaded thought of the chimera with the ancients, until 
the winged horse, Pegasus, showed how easy a job it was to 
overcome the bugbear. Winged horses cannot be counted on 
nowadays to come to the rescue, it is true, but the imaginary 
difficulties of business are just as readily vanquished as ever when 
they are resolutely opposed by the imaginative faculty of the 
determined executive. 

The prime function of most milk distributors is supplying the 
milk needs of the household—in a sense, even the wholesale 
marketing of whole milk verges on the surplus problem. If, then, 
the distributors’ main object in carrying on business is the retail 
sale of milk, and the collateral lines of activity are for the pur- 
pose of decreasing the unit rate of overhead or mitigating losses 
from the acquisition of surplus milk, it follows that the retail 
sale of milk should produce the necessary compensation for the 
distributors’ services. What part of the total net income of the 
business represents the compensation for such prime services, and 
what part is the result of the lines of collateral activity, are 
questions that you have a right to expect your accounts to answer. 
But before you can exercise the right of propounding these ques- 
tions to your accounts, you must mould the scheme of those 
accounts into a system adequate therefor. 

In moulding such a system of accounts, the same distinction 
as between products, as between classes of trade, as between the 
containers in which the product is sold, that requires to be made 
in the accounting of sales, must necessarily be carried through 
to the accounting of the cost and quantity of the fluid contents of 
the product, and to the accumulating expenses of collecting, manu- 
facturing and delivering the product. 

Such an accounting for the disposal of the milk purchased 
would give the executive a proper knowledge of the amount of 
shrinkage or wastage and facilitate the work of adequately coping 
with that problem, 

I am afraid that the proverbial advice of not crying over spilt 
milk is taken too literally by some distributors, while others appar- 
ently have cried a little too much! One would be justified in that 
conclusion by an inspection of wastage figures that range from a 
fraction of one per cent. to ten per cent. When you stop to 
realize that a shrinkage of 2% per cent. of the quantity purchased 
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is equivalent, speaking approximately, to one-half of the average 
net earnings ultimately realized thereon, the fractional variations 
of the shrinkage percentage assume proportions of rather con- 
siderable magnitude. 


Your expenses added to the purchase price of the product must 
especially be analyzed and distributed—each individual kind upon 
its logical basis, and not in incongruous conglomerate groups, as 
is so often the case, where the desired end seems to be rather to 
absorb the total of expenditures than to devote the time and labor 
necessary to work out the steps of the successively increasing 
cost of each product. It is here, in the costs accumulated from 
the time the product leaves the producer to the time of its delivery 
to the consumer, that the public at the present time is particularly 
querulous ; yet the hue and cry can be so easily stilled, if you state 
the facts. But you must know the facts before you can state them. 


The standardization of milk accounts would not, of course, be 
merely preparing a card of accounts, but would embrace defining 
the proper contents of each account, the nature of the transactions 
to be recorded therein and the procedure in arriving at the result. 
Naturally such items of cost and expense as are independently 
and accurately determinable by each dealer for himself should be 
so stated. But there are important items of expense which are 
not exactly determinable or the distribution of which over various 
products cannot be directly applied. In all such instances, the 
practice to be followed must be based on uniform principles in 
order that comparative figures shall be trustworthy. 

In the matter of depreciation, for instance, the provision for 
the decrease in value of the various assets by reason of wear and 
tear or obsolescence should be based on established rates. There 
is at present a considerable variance in the percentages used by 
various dealers; and the element of depreciation is so great in 
this industry that these variances make a comparison of figures 
inequitable. 

Another problem of magnitude is that of properly spreading 
the delivery expenses over the various products and the different 
classes of trade; but the difficulty of making a satisfactory 
allocation of such expenses is no greater than the importance and 
necessity of solving the problem. Up to this point—that is, load- 
ing the product and delivering to the customer—there is no par- 
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ticular difficulty in making the accounts show the true cost for 
each separate product; but the delivery cost must unavoidably 
be spread arbitrarily. Arbitrarily, however, does not mean illog- 
ically. 

The item of delivery expenses is so great that it deserves a 
digression. I believe that a satisfactory distribution of these 
expenses may be effected by considering horse and wagon expense 
from a hauling viewpoint, spreading those expenses on a capacity 
basis, for instance, as between quart bottles and pint bottles, on 
the ratios shown by loading one wagon with all of one kind and 
one wagon with all of the other; and applying the mar expense 
on a package basis—for a pint of milk, a half pint of cream or 
a pound of butter would require practically the same time and 
effort in delivery as a quart bottle of milk. The use of the 
fixed percentages once ascertained would make the distribution 
of these expenses a relatively simple matter, as concerns the 
accounting office. 

When it comes to the proper method of apportioning between 
wholesale and retail deliveries from the same wagon, I confess 
it is a matter for more arbitrary decision. But the important 
thing after all is to attain uniformity, when there are several 
optional methods. 

While it is true that one distributor’s business differs from 
another in this or that characteristic—that what in one case may 
be essentially a surplus product with another is a regular line 
—yet the principal features of the business are common to all. 
It is entirely feasible to standardize milk accounts and secure 
uniformity in the accounting for the operating results, and at the 
same time to make such a system broad enough to provide for 
the minor differences that exist in the methods of doing business. 

All these details you require to know for the proper guidance 
of executive judgment in conducting the operations of the 
business; for a proper determination of the prices at which you 
can profitably sell your product; for an adequate analysis of the 
expenses that need curtailment. If retrenchment is indicated as 
the imperative policy to pursue, when the volume of sales falls, 
your accounts should inform you as to what expenses will fall 
in proportion to diminished volume, and what other expenses will 
remain constant. In these days of contraction of sales, consequent 


428 


Line 
/ 
‘ 


Uniform Cost Accounting for Milk Distributors 


upon rising prices, the disproportionately greater cost of market- 
ing the unit of product is vividly in the minds of all—though the 
exact extent of that disproportion is no doubt a mystery with 
some. 

Furthermore, you require to know these facts, not annually 
or semi-annually, but monthly—that is merely locking the stable 
door before the horse is stolen. It is essential to know these facts 
monthly because of the seasonal characteristics of the milk dis- 
tributing industry; because there are such disturbing elements 
as a flush season and an inordinate surplus (surplus of milk, of 
course—for this industry knows no other kinds of surpluses that 
are inordinate). If the month should be the accounting period, 
it should be a complete period by itself; its expenses should carry 
their portion of the provisional charges for plant depreciation 
and bottle loss and other cognate expenses that too often are 
relegated to the rear for annual attention only. 


Last, but not least, you require to know these details 
because the industry is more and more assuming the status 
of a quasi-public utility. The trend in the minds of men who 
have given the distributing problem deep thought and study is 
toward concentration of the distributing functions. I do not mean 
to say that competition does not exist—for in fact there is com- 
petition, and it is keen, too. But the actual tendency is toward 
the elimination of expensive competition; and following in the 
wake of that tendency we have numerous investigations by 
bodies, civil and governmental—municipal, state and national. 

To attain the maximum of good it is indispensable that uni- 
formity of classification be the dominant factor in systematiza- 
tion of milk distributors’ accounts, not only for the facility with 
which required information may be compiled for the purposes of 
governmental bodies, though that in itself were an end well worth 
while striving for—both on account of the greater accuracy 
of such compilations and the minimizing of inconvenience to the 
distributors’ office forces in preparing such data—but also for the 
infinite benefit that can be mutually bestowed on members of this 
great industry in helpful comparison of operating statistics. In 
this way, the accounting function can do its bit in placing the 
industry in its proper light before the public, and demonstrate 
the great public service which that industry is really rendering. 
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Valuation of Futures in Flour Mill Accounting* 
By W. H. Justin 


During the last few weeks the United States food adminis- 
tration has fixed the price of wheat and the price of flour, and 
now steps are being taken which may result in fixing the price 
of bread. 

With all this price-fixing there must of necessity be a great 
deal of cost-finding and profits-finding. This is what the food 
administration is now doing in the milling industry, and it should 
be of special interest to accountants, inasmuch as this industry, 
though one of the most ancient, is yet capable of great improve- 
ments in its accounting methods. 

Perhaps to the experienced accountant there is little difference 
between the accounting essentials of the flour mill and those of 
any other continuous production factory. There are no secrets, 
and the books of account offer no mysteries to the inquiring mind; 
but there is a phase of flour mill accounting that is somewhat 
removed from the usual routine—this is the valuation of futures. 
It is with this phase of the work that the present article is 
concerned. 

It is the common practice, of course, to sell flour for future 
delivery, and to buy wheat to protect the sale. When it is more 
convenient to do so, options on wheat for future delivery are 
bought instead of the cash wheat. This gives rise to a group of 
facts that may be represented as follows: 


1. Options on wheat may be outstanding, either bought 
or sold; 


2. Cash wheat may be bought and in store or in transit ; 


3. Flour may be booked for future manufacture and 
delivery. 


Any one or any group of these conditions may prevail, and our 
problem is to make a proper valuation of the futures thus 
represented. 

* Copyright, 1917, by W. H. Justin. 
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To this end we must prepare a statement such as the following: 


STATEMENT OF FUTURES 


I. Wheat options long. 
Must be applied against a sale already made, and for this 
purpose must be taken at cost. 


II. Wheat options short: 
Must be applied against a purchase already made, and for 
this purpose must be taken at price actually booked. 


III. A. Flour bookings: 
(1) Gross unfilled orders, at price actually booked, 
(2) Flour already manufactured and on hand, at booked 
price, 
(3) Deduct (2) from (1) = net unfilled orders. 
B. Wheat necessary to fill net unfilled flour sales: 
(1) Wheat in elevator, at cost, 
(2) Wheat in transit, at cost, 
(3) Wheat bought but not shipped, at cost, 
(4) Options bought, at cost, 
(5) Wheat necessary to buy, if any, at market price, 
(6) Total cost of wheat necessary to fill bookings, 
Sum of (1), (2), (3), (4) and (5). 


C. Operating cost. 
D. Offal production. 
E. Value of B (6) plus C minus D = net cost of filling 
orders. 
F. Difference between A (3) and E = unrealized loss or 


gain on unfilled orders. 


IV. Results of I, II and III combined = net unrealized loss or 
gain on all outstanding futures. 


Result of IV is to be carried to its proper place 
in the regular balance-sheet of the company, either 
as an asset or a liability. 


This statement of futures, when properly compiled, represents 
the loss or gain that is latent in the options, the cash wheat and 
the booked flour. 

Now, it is evident that if a mill has booked with its customers 
flour orders amounting to, say, 30,000 barrels for future delivery, 
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all the stocks of flour and wheat on hand plus any options bought 
and outstanding will be needed theoretically to fill the unfilled 
orders. I use the word theoretically because the process involved 
is purely for the purpose of establishing what loss or gain might 
be expected should all futures be closed out at once. 

In order that a practical application might be made of the 
statement of futures, the following concrete example is given 
and the solution proposed: 


1. Flour booked for future delivery, 29,946%% bbl. 


2. Flour on hand, ; 1,383%4 bbl. 
3. Wheat on hand, 18,880 bu. 


4. Wheat bought for future delivery, 122,227 bu. 


Upon examination of the receiving records, it is found that 
the wheat mentioned under 3 above tests 58 lb. to the bushel; 
of that mentioned under 4, 51,684 bushels are in transit and 
specified as 60 lb. wheat; and the balance, 70,543 bushels, men- 
tioned under 4, is not yet shipped and is specified as at least 
47 |b. wheat. Upon referring to the yield chart, we find that of 
the 58 Ib. wheat it requires 4.8 bushels to produce a barrel of 
flour; of the 60 Ib. wheat it requires 4.6 bushels to the barrel; 
and of the 47 Ib. wheat it requires 5.9 bushels to the barrel. 

This problem, then, presents itself: Are the wheat and flour 
stocks sufficient to fill the unfilled orders, and if so, what will 
be the result? The following solution is based upon the above 
data (marginal letters and figures refer to the various sections 
of the statement of futures). 


STATEMENT OF FUTURES 


I.-II. All options closed out prior to the close of the period 
under review. 
III. A. Flour bookings at actual price booked, bulk at mill: 
(1) 29,946% bbl. at $7.03 = $210,506.02, 
from which deduct 
(2)  1,383% bbl. at $7.03 $9,722.49, 
flour on hand 
(3) 28,563 bbl. at $7.02949 = $200,783.53 


net unfilled orders. 
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Amount to be realized from bookings, $200,783.53 
B. Wheat necessary to fill unfilled orders: 
(6) See statement, $283,995.74 
| C. Operating cost, see statement, 20,358.85 
D. Offal production, see statement, 55,841.35 
E. Net cost of filling orders, $248,513.24 
F. Unrealized loss in unfilled orders, 47,729.71 


IV. 


Result of I., II. and III. combined. Since there 
is nothing under I. and IL., the result 


is F, 47,729.71 


Result should be carried to company’s 
balance-sheet as an intangible liability. 


STATEMENT OF WHEAT NECESSARY TO FILL UNFILLED ORDERS 
Wheat already bought: 


1. 18,880 bushels 58 lb. wheat in elevator, of which it takes 
4.8 bushels to the barrel, 
2. 51,684 bushels 60 Ib. wheat in transit, of which it takes 4.6 
bushels to the barrel. 
3. 70,543 bushels 47 lb. wheat not shipped, of which it takes 
5.9 bushels to the barrel. 
4. None. 


Remainder necessary to buy: 


) 5. 6,615 bushels 60 lb. wheat at market price, $2.92, of which 
it takes 4.6 bushels to the barrel. 


See yield chart for verification of above yields. 
Applying values to above requirements : 


B. (1) 18,880 bu. + 4.8 produces 3,933 bbl.,cost $39,000.00 
(2) 51,684 bu. + 4.6 produces 11,236 bbl., cost. 107,605.34 
(3) 70,543 bu. + 5.9 produces 11,956 bbl., cost 118,074.60 


(4) 
(5) 6,615 bu. + 4.6produces 1,438 bbl., market 19,315.80 
(6) 147,722 bu. produces 28,563 bbl., 283,995.74 
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Cost of wheat to fill unfilled orders—the above wheat produc- 
ing a yield of 5.17179 (average). This figure will be used in 
the statement of offal production and also in the proof of 
unrealized loss. 


Result carried to statement of futures, III. B. (6). 


STATEMENT OF OPERATING COST 


Based on a 24-hour run per day, 750 bbls. flour 
per day, from 60 Ib. wheat, and 67 cents operating 
expense per bbl. 


750 barrels per day at 67 cents, operating expense per day, 
normal, $502.50. 


147,722 bushels wheat + 28563 = 5.17179, average yield, 
bushels per barrel. 

Wheat of this yield produces a capacity loss of 6 per cent., see 
yield chart, under 54 Ib, test weight. ; 

100 per cent. minus 6 per cent. equals 94 per cent.: 94 per 
cent. of 750 barrels equals 705 barrels. 

Operating expense remains the same, $502.50 per day. 


$502.50 — 705 equals $.71277 per barrel — cost per barrel 
when grinding 54 Ib. wheat, the yield of which is 5.17179 
bushels per barrel. 


28,563 barrels at $.71277 equals operating cost to fill unfilled 
orders, $20,358.85. 


Above basis includes maintenance of plant, upkeep, manu fac- 
turing of flour and offal and marketing of the product. 


Result carried to statement of futures, III. C. 


STATEMENT OF OFFAL PRODUCTION 


147,722 bu. + 28563 equals 5.17179, average yield. 


The yield chart shows that a yield of 5.1 bu. per bbl. produces 
105 Ibs. of offal, while a yield of 5.2 bu. produces 110 lbs, of 
offal; then a yield of 5.17179 would produce 109 Ibs. of offal, 
and is shown as follows: 
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There are six terms in the series 105 to 110 inclusive; there- 
fore we must find six terms in the series 5.1 to 5.2, considering 
l—a 
it as an arithmetical series. By applying the formula, d = . 
n—l 
we find the common difference “d” to be .02. Then the series 
when completed, is: 


The series The offal values 
5.1 105 
5.12 106 
5.14 107 
5.16 108 
5.18 109 
5.2 110 


The average yield being 5.17179, it is nearer to 5.18 than it is 
to any other term of the series, so we conclude that 109 Ibs. of 
offal would be produced to each bbl. of flour. As there are 
28,563 bbls. of flour, there would be 3,113,367 lbs. of offal pro- 
duced. 

A glance at the yield chart shows that offal is produced in the 
ratio of 3 lbs. of bran to 2 lbs. of shorts. Applying this ratio, 
we have: 


Value of bran at mill door, per cwt. (sacked)...... $1.75 
Value of shorts at mill door, per cwt. (sacked)...... 2.15 
Average value of offal at mill door per cwt, (sacked) 1.91 


Deducting value of sacks: 
Bran sacks, $118.00 per M. $ .118 each 
Shorts sacks, 114.00 per M. 114 each 


Value of offal per cwt., bulk, at mill door...... $1.7936 


3,113,367 Ibs. offal at $1.7936 per cwt. produces total 


Result carried to statement of futures, III. D. 
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YIELD CHART 
Branand shorts Actual 
ratio3to2 experience 


Pro- Pro- Percent. 
Test Bushels Total Milling Pounds portion portion of loss 


weight required lbs. loss offal of of in mlg. 
Ibs. per bbl. product per bbl. produced shorts capacity 
60 4.6 276 0 80 48 32 0 
59 4.7 281 1 85 51 34 1 
58 4.8 286 2 90 54 36 2 
57 49 291 3 95 57 38 3 
56 5.0 296 + 100 60 40 ++ 
55 + 301 5 105 63 42 5 
54 5.2 306 6 110 66 44 6 
53 5.3 311 7 115 69 46 7 
52 5.4 316 8 120 72 48 8 
51 5.5 321 9 125 75 50 9 


50 5.6 326 10 130 8678 52 10 
49 5.7 331 11 135 81 54 11 
48 5.8 336 12 140 84 6. I2 
47 5.9 341 13 145 87 58 13 
46 60 346 14 150 90 60 14 
45 6.1 351 15 155 9-93 62 15 
44 62 356 16 160 96 64 16 


The yield chart contains the most vital information to be used 
in the valuation of futures. In fact, it is the basis for the com- 
putations. No definite result can be established without it. It 
should represent the experience of a great number of mills in 
various parts of the country. Should this be so, the resultant 
calculations would be as nearly correct as it is possible for such 
calculations to be. It is well known that the yield of wheat can 
at best only be approximated before it is ground. 

Taking the yield chart as a basis, no further element of 
approximation should enter into the calculations. 

To show that the foregoing figures are trustworthy and that 
the result, $47,729.71, is in reality the loss represented in the 
futures outstanding in the above milling problem, we give the 
following proof, carrying decimals to the fifth and sixth places 
in order that the final showing will check with the final result 
of the statement of futures. 
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Proor oF UNREALIZED Loss 


Average price of flour per bbl., bulk, at mill........ $7.02949 
Minus operating cost per 71277 
6.31672 
Plus value of offal produced to each bbl., bulk at mill 1.95502 
Value of flour, per bbl., in raw state................ $8.27174 
Yield Flour value 
5.17179 ) $8.2717400000 ( 1.599395, wheat value per bu. 
5 17179 
3 099950 
2 585895 
5140550 
4654611 
4859390 
4654611 
2047790 
1551537 
4962530 
4654611 
3079190 
2585895 
Actual cost of all wheat necessary to fill unfilled 
Number of bu. required, 147,722; average cost 
Average price per bu. mill can afford to pay (see 
quotient above) 1.599395 
Loss per bu, on all wheat involved............... 323105 
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Number of bu., 147722 
Loss per bu., .323105 


738610 
147722 
443166 
295444 
443166 


$47729.71, total unrealized loss as shown in 
statement of futures, IV. 
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Extending the Uses of Interpolation 
By Artuur S. LITTLe 


The various textbooks on mathematics all have substantially 
the following to say in regard to the definition and properties 
of series: i 

A succession of terms, each of which is derived from 
one or more of its predecessors in conformity to some 


if the law of the series and a certain 
number of terms be known we can calculate any miss- 
ing term. 


These are rather broad statements, but are quite true, and the 
calculation of missing terms constitutes a subject of widespread 
application and immense importance in various sciences (notably 
astronomy). The process is generally known as interpolation. 
The subject is of course a large one and has been more or less 
thoroughly treated by various writers upon different occasions. 

For the ordinary man of affairs who is rusty in, or perhaps 
knows nothing of algebra, the most lucid and practical treatment 
of the subject by far that I have yet seen is in part III of 
Sprague’s Accountancy of Investment, and in full accord with 
the author’s foreword, “the subject is treated in a manner which 
is believed to be novel and interesting.” His treatment of the 
subject is confined to interpolation in its strictly etymological 
sense, but the ability to “calculate any missing term” applies 
equally well to terms that lie beyond or outside those that are 
known as well as to those that lie between. It is to this phase 
ef the subject that brief consideration will be given in its appli- 
cation to the various mathematical tables used by bankers, bond- 
dealers, etc., which almost invariably constitute a perfect type of 
series as above defined. In other words, I merely propose to 
give an account of a very simple and practical application of 
interpolation (or rather extrapolation), which is probably known 
to few and on account of the ease with which it may be remem- 
bered and applied, and the great variety of practical uses to which 
it may be put, I believe will prove of much interest and utility 
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to accountants and bond-dealers, who are often inconvenienced 
or exasperated by the fact that the tables they are consulting do 
not extend sufficiently low or high to meet their requirements. 


7 2 1 1 1 
7 4 4 8 2 
7 6 9 27 + 
7 8 16 64 8 
7 10 25 125 16 
7 12 36 216 32 
7 14 40 343 64 
etc. etc. etc. etc. etc. 


Each of the above is a perfect series according to definition, 
and although these four examples constitute an exceedingly small 
part of the numerous varieties of series that exist with varying 
degrees of complexity in their respective laws, yet it can be readily 
observed by inspection that each of the above is governed by an 
entirely different law. There is, however, a general law, appli- 
cable to the above, and (within certain limits) to almost all series, 
or at any rate those that are under consideration, viz., the mathe- 
matical tables in use in the business world in financial transactions. 


This law, or formula, is as follows: 


Denoting any six consecutive and equi-distant terms in a series 
by A, B, C, D, E and F, then 


(A+10C+5E) =(5B+10D+F) 
or 
A—5B+10C—10D+5E—F=—0 


Inasmuch as the above equation is composed entirely of known 
quantities, it is evident that we may make any one of the six 
terms an unknown quantity and still have an equation susceptible 
of ready solution. However, it will almost invariably be found 
most expedient and satisfactory to take either A or F as the 
unknown quantity. 
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EXAMPLE 


The 20-year page of Deghuee’s 4-place bond tables shows the 
following basis prices for a 3 per cent. bond: 


2.50% 107.83 
2.60% 106.21 
2.70% 104.61 
2.80% 103.05 
2.90% 101.51 
Required a 3% basis. 
rer 107.83 531.05 
1046.10 1030.50 
507.55 
1561.55 
1661.48 
1561.55 
99.93 


This works out a result of 99.93, which should, of course, be 
100.00, and therefore contains a rather serious error. The 
explanation of this discrepancy is that the various values 
employed, although being correct to the nearest cent, were never- 
theless more or less erroneous in each case in the final figure, and 
some of these errors were, in the operation, increased five- and 
tenfold. Sometimes the roundings of the final figure are so 
distributed as to neutralize each other and produce part or total 
compensation, and sometimes the error is more or less cumulative. 
The moral is that very little dependence should be placed on the 
final figure of the result obtained. 

Let us now try this problem again, using Deghuee’s 6-place 
tables: 

107.8317 531.0370 
1046.1270 1030.4690 
507.5475 


1661.5062 1561.5060 
1561.5060 


100.0002 
As before, our result is inaccurate in the final figure. 
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Let us try it still again with Sprague’s 8-place tables: 


107.831733 531.037220 
1046.126970 1030.469150 
507.547670 
1661.506373 1561.506370 
1561.506370 
100.000003 


Required a 24% year, 43% value for a 5 per cent. bond from a 
copy of Deghuee’s tables from which the 2414 year page has 


been torn. 
10C (26%) 1097.4820 5B (25%) 547.7375 
SE (28%) 550.6220 10D (27%) 1099.4040 
F (29%) 110.3007 
1648.1040 
1757.4422 
1648.1040 
Yielding a value for A of.............000- 109.3382 


3 units in error. 


In work of this nature there is another danger to be guarded 
against, of a much graver nature than uncertainty in the final 
figure, viz., certainty of error in the final figure and also several 


preceding figures. 


Required a 5 per cent. basis for a 5 per cent. bond, 100 years 
to run, having given values for 2.50 per cent., 3.00 per cent., 


3.50 per cent., 4.00 per cent. and 4.50 per cent. 


191.663311 816.363785 
1415.231930 1245.236720 
554.906825 
2061.600505 
2161.802066 
206 1.600505 
100.201561 
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Here we have employed 8-place material and obtain 6 places 
of inaccuracy. The reason is that although we took equi-distant 
terms, the interval was too great (at least for this particular 
formula) ; hence another moral is that this process should not be 
attempted at too great intervals. 

The dividing line between safety and danger is sharply drawn, 
and is embodied in the following proposition: 

The formula: A—5B+10C—10D+5E—F=0 
is true for and only for such series as have no fifth difference. 

This expression “fifth difference” is doubtless without mean- 
ing to many, but is readily explained. For instance, take the series 
0, 2, 4, 6, 8, 10, etc. This has a first difference (obtained by 
subtracting each term from its successor), but no second 
difference. 

The series of the squares of the natural numbers has a first 
and second difference, but no third. 

The following values from the 20-year page of Deghuee, at 
Y% per cent. intervals, have a fourth difference but no sensible 
fifth. 

1082087 
1040085 42002 
1000000 40085 1917 
961738 38262 1823 94 
925210 36528 1734 89 
890334 34876 1652 82 
857029 33305 1571 81 
825219 31810 1495 76 
794834 30385 1425 70 


There are kindred formule, indefinite in number, applicable 
to different species of series; for example: 


A—2B+C=0 


A—3B+3C—D=0 
A—7B+21C—35D+-35E—21F+7G—H=0 


Aue Nw 


but those that are simpler than the one we are considering are 
serviceable only when the second or third difference vanishes; 
while those that are applicable for series that have more than 
four orders of differences are too cumbersome, and require too 
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many known terms to possess any practical utility. Hence the 
one that is based upon the assumption that the fifth difference has 
vanished has been taken as a golden mean and best suited for 
general problems of a practical nature. Another advantage lies 
in the fact that all the factors are 1, 5 and 10, which are especially 
easy in the performance of multiplication. 


It may be interesting to note that the formula 
A—2B-+C=0 
is serviceable only when there is only one order of differences, 
while our formula holds true for series having either 1, 2, 3 or 4 
orders. This is analogous to the fact that while a sling shot is 
adapted for killing frogs and a .44 rifle for grizzly bears, yet 
while the bean shooter is of no utility for repelling bear, the rifle 
may be effectively employed in frog killing. 

A little practice and experience should usually suffice to endue 
any one with sufficient familiarity with the properties of the 
various tables in service to enable him to determine to what lengths 
this formula may be applied with safety; but in case there is any 
doubt, the matter can be determined by testing the terms it is 
desired to use and ascertaining that there is no fifth difference. 

For an occasional calculation the pencil and paper method is 
no doubt the best, but if it should be desired to do work of this 
kind on an extensive scale, an adding machine that has visible 
printing can be employed to great advantage. Through the aid 
of the repeat key, and by listing the arithmetical complement of 
the terms preceded by the minus sign, the whole work may be 
performed in one column, as shown in the following example: 


1078317 33 


8937925 56 
8937925 56 
8937925 56 
8937925 56 
8937925 56 


461269 70 


8969530 85 
8969530 85 
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8969530 85 
8969530 85 
8969530 85 
8969530 85 
8969530 85 
8969530 85 
8969530 85 
8969530 85 


1015095 34 
1015095 34 
1015095 34 
1015095 34 
1015095 34 
1000000 03 


This is the same problem of a 3 per cent, basis for a 3 per cent. 
bond that has already been considered. The formula is taken in 
the form: 


A—5B+10C—10D-+-5E=F 


In case A is the unknown quantity,* the terms are transposed 
and the signs changed, resulting in 


5B—10C+10D—5E+F=A 


As heretofore suggested, this operation cannot be pushed too 
far without disaster, but if employed in moderation with reason- 
able care it will produce reliable resultsf and should often prove 
of aid in permitting the stretching out, in at least three directions, 
of the scope of almost any systematically arranged mathematical 
table, regardless of how comprehensive it may be. 

While being quite dubious in regard to their affording any 
practical usefulness, at the same time I give below, for the benefit 


* Whereas it may sometimes be logical or expedient to make A the unknown quan- 
tity, it is rarely or never necessary to do so, as the formula is always true, whether 
the series be a decreasing or an inceasing one. In other words, it makes no difference 
whether we work downwards and forwards, or upwards and backwards through the 
lines, columns and pages. The essential feature is that the terms employed constitute 
a series, as previously defined, and that they be equi-distant. Just as a 9 x 14 pane 
of glass a 14 x by tilting to 90°, so may the series 


be made 
A 
or vice versa by simply moving to the other end with our point of view, 


+t Except for the slight uncertainty of the final figure. 
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of those who may wish to experiment and investigate further 
additional formule for series that have as many as eight orders 
of differences, and the uninitiated will no doubt find it interesting 
to verify the one-sided proposition that any formula will cover 
all of the simpler cases beneath it but is not applicable to any 
that lie beyond. For instance, we may, with the last named 
formula, cumbersome as it is, compute the tenth term of a series 
such as 1, 3, 5, 7, 9, 11, 13, 15, 17 with unfailing accuracy when 
the formula 


A—2B+C=0 


would have sufficed. 


A—B=—0 True when there is no first difference. 
A—2B+C=—0 True when there is no second difference, 
A—3B+3C—D=—0 etc. 


A—4B+6C—4D+E=0 
A—45B-+15C—20D-+15E—6F +G=0 
A—7B+21C—35D+35E—21F +7G—H=0 
A—9B+36C—84D-++- 126E—126F +84G—36H+91—J=0 


The foregoing formula is especially serviceable for testing the 
accuracy of a series and revealing and locating any errors that 
may exist therein, and as a rule will be found much quicker and 
less laborious than the usual method of “differencing”—at least 
when the series is a perfect one and the third, fourth or fifth 
order of differences vanishes absolutely. For example, to prove 
a table of “F4” that has just been prepared for interpolating at 
1/50th intervals: 


.004818 66 
.009282 56 
.013403 46 
017192 96 
.020662 50 
023823 36 
026686 66 
029263 36 
031564 26 


446 


te 
% 


Extending the Uses of Interpolation 


.033600 00 
.035381 06 
036917 76 
.038220 26 
039298 56 
040162 50 
.040821 76 
041285 86 
041564 16 


We proceed as follows: 


4818 66 
9990717 44 
9990717 44 
9990717 44 
9990717 44 
9990717 44 

134034 60 
9828070 40 
20662 50 
20662 50 
20662 50 
20662 50 
20662 50 


23823 36 Sub-total, left in machine 
9973313 34 
9973313 34 
9973313 34 
9973313 34 
9973313 34 

292633 60 
9684357 40 

33600 00 

33600 00 

33600 00 
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2 33600 00 
33600 00 


35381 06 Sub-total 
9963082 24 
9963082 24 
9963082 24 
9963082 24 
9963082 24 
382202 60 
9607014 40 
40162 50 
40162 50 
40162 50 
40162 50 
40162 50 


40821 76 


As there remains insufficient material to proceed further, we 
stop and start afresh, beginning at the bottom and working 
upward, thus disposing of the odd remaining terms, 


: 41564 16 
9958714 14 
= 9958714 14 
9958714 14 
a 9958714 14 
9958714 14 
408217 60 
4 9598375 00 
39298 56 
39298 56 

39298 56 

39298 56 

39298 56 

38220 26 


Every fifth item is verified by obtaining a derived result tally- 
ing with what had previously been calculated independently, but 
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as this derived result is obtained by employing every one of the 
preceding terms, the accuracy of the entire series is beyond 
question. 

The plan does not work so well, however, for series having 
rounded final figures, due to the five- and tenfold magnification 
of the terminal imperfections. Therefore in a series consisting 
of rounded decimals, which of course includes everything in the 
compound interest line, as well as logarithms, reciprocals, roots, 
etc., this plan is serviceable and advantageous only for the detec- 
tion and exposure of substantial errors. Minute ones can be 
brought to light only by “differencing.” 
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The Fisherman's Problem 


By E. S. RAsTALi 


1. I am on the shore of Nomansland fishing with an impro- 
vised tackle and using insects and worms for bait. I take my 
fish to a native village near by and sell them to the natives for 
money with which I keep myself in comfortable circumstances 
by buying at the village the comforts that I like. 


2. I bring from the village a young fellow to help me, and 
pay him half of the money that I get from his catch, keeping all 
that I get from mine. And I find that my money return is on 
the average one and a half times as great as it formerly was. 


3. I buy a fishing outfit for $10,000 which the two of us 
can handle as easily as not, and pay the young fellow a wage 
equal to the average of his former earnings, and now I catch 
many more fish. (So much for my enterprise.) — 


4. And now I borrow another $10,000 from the village 
banker at 10 per cent. interest and get a second outfit, for I find 
that the two of us can handle two outfits as easily as one, and 
I pay my helper the same as before. 


I have a friend in the village who keeps books and reckons 
costs, and he comes to fish with me for pastime and for fish, and 
we often eat together in my tent beyond the rock. I am going 
to ask him what he considers to be the elements of cost entering 
into my business at each stage of its development as above set 
forth. 

What I want to know particularly is whether, say, 10 per 
cent. of the first $10,000 that I invest is a proper charge to the 
cost of catching fish, before I consider the balance of my money 
income above what I pay the young fellow and myself for our 
labor as a profit on my investment of this same $10,000. 

My own opinion is this: I put in that $10,000 in order to make 
a profit on it, and all that I got, after paying the young fellow 
and myself as much as we used to get without the equipment, is 
profit on the said $10,000, although I will admit that a part of 
that should be set aside and not considered profit on account 
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of the wearing out of the equipment, so I set aside $1,000 each 
year on each outfit to keep my original $10,000 from giving out. 
The remainder I call my profit. 


With reference to the second equipment, my position is this: 
I didn’t want to let the banker in as my partner, so I agreed to 
pay him 10 per cent. for his money. This much of the profit 
added by the using of the second outfit I was willing to let him 
have. (So much for my enterprise again!) You see, I could keep 
two outfits going without any extra work to speak of, so that 
what I paid the young fellow and myself I could either consider 
as taken out of the first outfit’s catch and have the other’s all 
profit, or I could put half on each and so increase my profit on 
the first outfit by cutting its labor cost in half. I like the latter 
better. It evens things up and makes them easier to figure. 


Likewise I give the banker a part of my profit, which I can 
consider as coming out of the return from the catch of the second 
outfit, or divide it, too, and just regard it as a sharing of my 
profit with my banker partner. Though technically he is not my 
partner, in principle he is, and I have given him a sure 10 per 
cent, instead of a doubtful 20 per cent or 50 per cent. or 80 
per cent., taking my chances and keeping whatever excess I have. 


So I regard the interest not as an element of cost any more 
than I regard a dividend of some assumed amount on my own 
outfit as an element of cost; but I hold that the cost is the labor 
of myself and my helper and the depreciation and repairs and 
other things that have not to do with the putting in of the outfits. 
All of the return above this I consider profit, and then I give my 
banker friend what I agreed to and regard it as a “deduction 
from net profits.” 


If I didn’t do this I would have to consider 10 per cent. on 
half of the fixed assets as part of the cost of fishing, and all the 
return from the other half as profit; or, to be fair, and to get 
any kind of comparative statistics, | would have to assume that 
10 per cent. on my first equipment was cost, and the balance 
profit. But I put that $10,000 in to make a profit, and doing so 
did not in fact increase my costs one cent. It did increase my 
profits, I believe, by the whole amount. 


What do you think? 
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Now I am thinking of making another venture. I can get 
yet another outfit to catch a particular kind of fish, but it will 
cost me $15,000 and will not catch any greater value of fish. 
It will, however, catch enough to justify the investment, and we 
can run the three outfits as well as two. The cost to catch fish 
will not be any greater on all of the three outfits, but the return 
on the third outfit will be less in proportion to the investment 
than on the other two. Hence, if I want to make any compari- 
sons of charging the catch of this particular kind of fish with 
a greater amount of cost to catch on account of the more expen- 
sive equipment I shall wait until the profit is determined and then 
consider it in its ratio to investment in the different kinds of 
equipment. I can then know that investment No. 1 earns such 
and such per cent., and the more expensive equipment a certain 
less per cent. 

Am I right? 

And I am thinking of doing still another thing. The man 
who was here before I came had a fairly good outfit which he 
left in a barn near by, and he says that he will allow me to 
use it if I will pay him either 10 per cent. of my income from its 
catch or a flat price of $400 a year. . 

This, of course, would be making him a sort of partner like 
my banker friend, for putting in part of my fixed equipment and 
what I pay him would be in like manner a deduction from net 
profits. 

So I incline to regard all the return that accrues to fixed 
investment as a profit variously divided among those of us who 
furnish it according to the risks and chances which we take and 
the control which I can exercise because it is my enterprise. 

Though my accountant friend argues well, still I see no need 
of calling part of my profit interest on investment and 
charging it up to costs in order to hide it and deceive myself. 
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EDITORIAL 


Standardization of Examinations 


The November examinations of the American Institute of 
Accountants held on the 15th and 16th days of the month were 
adopted officially by the accountancy boards of California, 
Colorado, Florida, Michigan, Missouri, Nebraska, New Hamp- 
shire, New Jersey and Tennessee. This fact is one of the most 
gratifying evidences of the influence for good which the institute 
is exerting, 

At the time of the first examination in June three states availed 
themselves of the privilege of using the questions set by the insti- 
tute. If the present rate of progress is maintained—and there is 
some reason to believe that there will be an increase in the number 
of state boards adopting the institute’s examinations—it will not 
be long before all the certified public accountant examinations 
throughout the country are conducted with a uniformity which 
no one would have ventured to expect a few years ago. 

This question has been discussed at considerable length in THE 
JouRNAL oF ACCOUNTANCY, and we have no desire to dwell upon 
it merely for sake of repetition. There are, however, a few points 
to be considered upon which sufficient stress has not been laid. 

The offer of the institute to codperate with state boards by 
sending to those boards the questions, forms, etc., for use in 
examination, is made in a spirit of helpfulness only. There is 
no desire upon the part of the institute’s board of examiners to 
set itself up as the only authority on accounting examinations. 
Many of the state boards in the past have conducted fair and 
adequate examinations, and there is no reason to believe that they 
would not continue to do so in future. Everyone admits 
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however, that there is need for uniformity of standards. There 
are forty-four states having C. P, A. laws and approximately 
one-third of them are unsatisfactory either in statute or admin- 
istration. 


Probably every member of a state board is imbued with a 
desire to see the examinations in his state equal the best of those 
of other states; and everyone even remotely connected with the 
accounting profession recognizes the necessity for some centrali- 
zation of examination functions so as to bring about a uniformity 
which would be otherwise unobtainable. 


It would be, of course, out of the question for any state board 
of accountancy to induce all the other state boards to adopt the 
examinations which it might set. When, however, a national 
organization which is without any state affiliations whatever and 
comprises a great majority of the accountants of the country, 
offers to supply examination questions and to mark the answers 
if desired, the means of obtaining uniformity is provided, and it 
is difficult to see what objection there can be to universal adoption 
of the plan. 


Some accountants who have been interested in the idea have 
expressed the opinion that each state board should cooperate with 
the institute’s board to the extent of preparing, submitting and 
marking questions. No doubt if this were possible the institute’s 
board would be greatly assisted and many excellent suggestions 
would be received, but when it is remembered that forty-four 
states have C. P. A. laws it is readily perceived that the proposition 
is not practicable. If every state board were permitted to par- 
ticipate in the preparation of examination questions the result 
would be almost chaotic. Were only two or three states con- 
cerned the situation would be entirely different; but the insti- 
tute’s board of examiners, after giving careful consideration to 
the whole subject is convinced that the only way by which the 
desired standardization can be brought about is by the plan which 
has been proposed. 


It should be remembered also that the board of examiners of 
the institute is not a body of men with any axe to grind. The 
men who are serving on that board do so without thought of 
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compensation and at considerable sacrifice of time and money. 
They are men who are leaders of the accounting profession and 
their selection of questions and rating of replies can safely be 
relied upon as being fair, impartial and accurate. 


Banking with the Government 


The remarkable success which attended the second Liberty 
loan is in no way a matter for astonishment. Everyone familiar 
with the spirit and resources of America knew that the loan 
would be much over-subscribed; therefore we do not hold with 
those who express the opinion that the response to the call was 
wonderful. It would have been wonderful had there been any- 
thing other than over-subscription. 

There is one aspect of the case, however, which does not seem 
to have been sufficiently impressed upon the mind of the general 
public, and inasmuch as there will be another loan in the near 
future, it might be well for those who will be responsible for the 
campaign to take this point into consideration. 


An inquiry among men and women of all classes of society 
leads to the belief that practically everyone who subscribed to 
the Liberty loan did so for one of two reasons—either he or she 
subscribed with the idea of contributing to the government’s 
needs or as an investment. 

It seems to us that there is a third and equally important way 
in which the subscriptions to a popular loan of this kind may be 
regarded. If the public can be made to realize that the under- 
writing of an issue of government bonds is merely a transfer 
of a portion of one’s bank account from a bank to a government 
we believe that the volume of subscriptions to the next loan will 
exceed that which has gone before. The public does not realize 
that in placing its money with the government it is simply taking 
it out of one pocket and putting it into another. Possibly this 
idea could be inculcated most generally by adoption of the smaller 
denomination bonds as currency. If the average clerk on small 
salary could be made to realize that a $50.00 bond is the same as 
a $50.00 banknote and is as readily negotiable, a tremendous 
impetus would be given to subscriptions. The government bonds 
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of the United States are supported by the entire resources of the 
country as collateral. They are worth par and always will be, 
whatever fractional fluctuations there may be on the stock 
exchanges. 

Let the $50.00 and $100.00 liberty bonds be placed in circula- 
tion very much as $50.00 and $100.00 bills are in circulation and 
there will be less difficulty in securing subscriptions in the future. 

Of course this aspect of the case has been mentioned in the 
campaigns for the first loans, but its importance as a selling 
factor does not seem to us to have been given sufficient 
prominence. 


Before and After 


Some time ago THE JoURNAL oF ACCOUNTANCY published 
editorial reference to the prospectus of an automobile company 
in reorganization. The prospectus was an example of how 
flotations should be placed on the market. 

It is always well to look at both sides of the question, how- 
ever, and we therefore place before readers the following example 
of how it should not be done. 

The extracts are from circulars of a recent reorganization: 


Before: 

“The undersigned committee has approved a plan * * * * 
Under the terms of said plan, each holder of unsecured notes or 
indebtedness * * * * may be given the privilege by said com- 
mittee of subscribing $—— for each $1,000 of said indebtedness, 
and in such event and upon payment therefor shall be entitled to 
receive from said committee the securities of a new company 
as follows: 

(Securities listed) 

“We hereby extend to you the above privilege * * * *” 
After: 

“You have heretofore approved the plan for the reorganiza- 
tion of the properties * * * * and in compliance therewith have 
subscribed to the assessment upon holders of unsecured notes or 
indebtedness of said * * * * company.” 
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Income Tax Department 
Eprtep sy Joun B. Niven, C.P.A. 


Several letters have been received by this department with reference to 
the interpretation of various sections of the war revenue act of October 
3, 1917, contained in the summary appearing in the November issue of 
Tue JourNAL or AccounTANcy. Most of the letters deal with the pro- 
visions of the act imposing the excess profits tax and particularly the 
section defining “capital invested” and the section prescribing the applica- 
tion of the “deduction” allowed in ascertaining excess profits. 

The summary contained what appeared to be the actual meaning of the 
terms in which these two sections were stated in the statute. It is ad- 
mitted that other interpretations of the same sections have received con- 
siderable support and have probably an equal chance of being accepted in 
the official regulations as the meaning intended by the law. 

In these circumstances it seems inadvisable to go further into the inter- 
pretation of the various sections of the law until the commissioner of 
internal revenue publishes the rules and regulations giving his views and 
providing the instructions for the administration of the law. 


The rulings issued by the treasury department may be summarized as 
follows: 


T. D. 2534 provides for the verification of returns of income by indi- 
viduals in the naval and military establishment of the United States at 
home or abroad in certain cases. 

T. D. 2540 contains a ruling by the commissioner that dividends paid 
out of amounts set aside to cover depreciation and depletion constitute 
taxable income to the stockholder receiving them. The ruling distinguishes 
between reserves set up to meet depreciation and depletion of property 
prior to March 1, 1913, and those set up subsequent to that date. 

In the former case, it is provided that a stockholder receiving divi- 
dends paid from reserves, in computing profit or loss sustained upon the 
disposal of the stock, must take into account such dividends which were 
not returned as his income for the year in which received. 

In the latter case, i. e., dividends declared out of reserves accumulated 
subsequent to March 1, 1913, the ruling provides that the amounts of such 
dividends constitute income to the stockholder under the act of September 
8, 1916, and must be accounted for in returns of net income. 

T. D. 2541 relates to the application of the income and excess profits 
taxes to the 4% Liberty bonds issued or to be issued under the act of 
September 24, 1917. The ruling refers to two separate provisions in the 
law. The first one deals with the deduction allowed in ascertaining net 
income in respect of interest paid on indebtedness. This provision was 
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amended by the 1917 law to the effect that interest on indebtedness incurred 
in the purchase of obligations, the interest upon which is not subject to 
the income tax, will not be allowed as a deduction. This is qualified to the 
extent that interest on money borrowed to purchase the above bonds may 
be deducted. 

The second case deals with the ascertainment of “invested capital” for 
the purposes of excess profits tax. Investments in the first and second 
Liberty bonds made by a corporation or partnership out of its surplus or 
undivided profits on hand at the beginning of the calendar or fiscal year 
may be included in “invested capital” in computing the deduction and 
rate of tax under the excess profits tax. 

T. D. 2542 contains the decision of the United States circuit court of 
appeals in the case of Lewellyn v. Gulf Oil Corporation in which the court 
decided that dividends received by a stockholder in 1913 paid from surplus 
earned prior to January 1, 1913, constitute income to the stockholder in that 
year. This decision is, of course, based on the income tax law of October 
3, 1913, and as the provision in that law regarding the dividends was 
changed in the law of September 8, 1916, and again in the law of October 
3, 1917, the above decision has no bearing upon the position of dividends 
received in the year 1917. 

T. D. 2547 contains a synopsis of decisions on questions relating to the 
war revenue act. The majority of the decisions relate to the titles of the 
act other than those imposing the taxes on income arfd profits, but rulings 
are given in two instances relating to the income tax. One of them relates 
to the specific exemption of $200 allowed for each dependent and the other 
relates to the withholding of the 6% tax on interest on bonds of domestic 
corporations owned by foreign corporations. 


TREASURY RULINGS 
(T. D. 2534, September 29, 1917.) 


Income tax 


Verification of returns of income by individuals in the naval and military 
establishment of the United States at home or abroad in certain cases. 

T. D. 2090 (oaths), items 3 and 4, are hereby amended by substituting 
for said items 3 and 4 the following: 

“For the purpose of verification of returns of income by persons in 
the naval and military service of the United States, any officer in the naval 
or military service of the United States, within or without the United 
States, who is authorized to administer oaths under the provisions of sec- 
tion 4, act of July 27, 1892 (27 Stat., 278), providing for the administration 
of oaths for the purpose of military justice and administration, or under 
the provisions of act of March 4, 1917 (Public 391, page 4), providing for 
administration of oaths for the purpose of naval justice and administra- 
tion, is hereby empowered and authorized to take the acknowledgment of 
such persons making returns of income. 

“In all such cases the certifying officer shall place under his name the 
official designation under which he acts.” 


(T. D. 2540, October 10, 1917.) 
Income tax. 


All dividends paid out of amounts set aside to cover depreciation and deple- 
tion constitute taxable income to the stockholder receiving them. 
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Referring to the practice of certain corporations of declaring dividends 
out of reserves set aside to meet depreciation and depletion of property 
and of advising stockholders that such dividends represent a distribution 
os nee assets, your attention is directed to the ruling made herein as 

ollows : 


All such dividends received by stockholders declared out of such 
reserves accumulated subsequent to March 1, 1913, constitute income to the 
stockholder under the act of September 8, 1916, and must be accounted for 
in returns of net income. 

A stockholder’s investment is in the stock of a corporation. If he 
disposes of his stock for more than its fair market value on March 1, 1913, 
or its cost if acquired since that date, the profit realized must be returned 
as income; if he disposes of it at a loss, the loss sustained is deductible 
from gross income within the limits of the taxing act. In computing the 
profit or loss sustained, there must be taken into account dividends paid 
from reserves accumulated prior to March 1, 1913, which were not returned 
as income for the year in which received, under the provisions of the act 
of September 8, 1916. 

All rulings in conflict herewith are hereby revoked. 


(T. D. 2541, October 20, 1917.) 
Income and excess-profits taxes. 


Application of income and excess-profits taxes to Liberty bonds issued or to 
be issued under the act of September 24, 1917. 


The following rulings relative to the application of the income and 
excess-profits taxes to the 4 per cent. Liberty bonds issued or to be issued 
under the act of September 24, 1917, are hereby promulgated: 

(1) Under the income-tax law, as amended by the war-revenue act, 
interest paid within the year on indebtedness incurred for the purchase of 
Liberty 4 per cent. bonds may be deducted in computing net income sub- 
ject to income surtaxes and excess-profits taxes. In case of corporations 
this is, of course, subject to the limitations imposed by the income-tax 
law on the amount of indebtedness, interest on which may be deducted. 

(2) Investments in obligations of the United States, including Liberty 
bonds of both issues, made by a corporation or partnership from capital, 
surplus, or undivided profits will be included in invested capital for the 
purpose of computing the deduction and rate of taxation under the excess- 
profits tax law; but undivided profits earned during the taxable year can 
not be included in invested capital. 


(T. D. 2542, October 19, 1917.) 
Income tax—Decision of court. 
Dividends received by a stockholder in 1913 paid from surplus earned prior 
to January 1, 1913, constitute income to the stockholder. 

The appended decision of the United States circuit court of appeals for 
the third circuit, in the case of C. G. Lewellyn, collector, v. Gulf Oil Cor- 
poration, is published for the information of internal-revenue officers and 
others concerned. 


UNITED STATES CIRCUIT COURT OF APPEALS, THIRD CIRCUIT, MARCH TERM, 1917. 
Gulf Oil Corporation v. C. G. Lewellyn, collector (D. C.). C. G. Lewellyn, 
collector v. Gulf Oil Corporation. (2254) 

{Error to the district court of the United States for the western district 
of Pennsylvania.] 

Before Burrincton, McPuHeErson, and Woo Ley, circuit judges. 


McPuHerson, Judge: We may summarize the facts as follows: For a 
number of years the corporation has owned all the stock (except directors’ 


459 


The Journal of Accountancy 


shares) of the five subsidiaries named, and it owned this stock while the 
subsidiaries were accumulating the earnings that were afterwards trans- 
ferred to the corporation in the form of dividends. With the exceptions 
not now material, none of the subsidiaries had declared a dividend before 
December 31, 1912. The previous earnings had been used from time to 
time in carrying on, extending, and developing the several enterprises in 
which they were engaged and the earnings were properly employed for 
these purposes. In January, 1913, the corporation decided to have these 
earnings transferred to itself, and thereupon the subsidiaries took the fol- 
lowing steps: On February 7, 1913, the Guffey Petroleum Co., the Gulf Pipe 
Line Co., and the Gulf Pipe Line Co. of Oklahoma each declared a divi- 
dend, payable immediately, out of the surplus and earnings that had 
accumulated before January 1, 1913; and on April 11 the corporation 
received on this account from the Guffey Co. $3,749,750; from the Gulf 
Pipe Line Co., $4,724,055: and from the Gulf Pipe Line Co. of Oklahoma, 
$2,597,660. The Indiana Oil & Gas Co. declared 2 dividends out of similar 
surplus and earnings, one on January 8, 1913, from which the corporation 
received on the same day $338,000, and one on February 24, 1913, from 
which, on February 25, the corporation received $10,000. Out of similar 
earnings and surplus the Gulf Commissary Co. declared a dividend on 
December 17, 1912, from which, on January 4, 1913, the corporation received 
$4,975. The respective dividends were not declared in cash; the earnings, 
as and when produced, had been employed in the several enterprises, and 
had thus been invested in different kinds of property. They had not 
always been used to promote the particular business that had earned them, 
but had been sometimes used to aid another branch, the subsidiaries 
keeping a debtor and creditor account among themselves. 

In this situation, the corporation made a return to the government of 
its income for 1913, certifying that the return did not include the dividends 
referred to, and giving as a reason that they had been declared and paid 
out of earnings and surplus that had accrued before January 1, 1913. The 
collector, however, demanded a total tax of $114,244.40 from the corpora- 
tion for the year 1913, basing the assessment solely on the receipt of these 
dividends. This was in part a franchise tax and in part an income tax. 
After various proceedings—claim for abatement, protest, payment, petition 
for repayment, and the commissioner’s refusal—the controversy reached 
the district court in the suit now before us. The subsidiaries had all 
been subject to the excise or franchise tax under the act of August 5, 1909, 
and they had all paid the amounts imposed thereunder. The sum in dis- 
pute was not charged against the subsidiaries, but against the corporation 
alone, and is made up of a franchise tax for the first two months of 1913, 
and an income tax for the remaining 10 months. The opinion of the dis- 
trict judge sets forth the argument that led him to decide that the taxes 
were unlawfully imposed, the position being that the dividends had been 
declared out of surplus earnings that had accumulated during several 
years and had accrued to the corporation (at least in equitable ownership) 
before January 1, 1913. We are unable to assent to this proposition for the 
following reasons: 

It is first to be observed (and this should be borne distinctly in mind) 
that the government’s levy was not upon the subsidiaries but upon one of 
their stockholders, namely, upon the Gulf Oil Corporation. We do not 
understand the corporation to lay stress upon a supposed identity of the 
five subsidiaries with itself, but in any event the facts in proof would 
furnish a sufficient answer to such a position. No doubt all the com- 
panies are engaged together in a common enterprise, but the enterprise has 
several branches, and each subsidiary attends to its own branch while the 
corporation does the like. Perhaps the corporation may be more accurately 
described as uniting and regulating its subsidiaries, but each of the com- 
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panies, whether holding or subsidiary, is a distinct entity, and is to be so 
treated. The several companies are not in such relations to each other 
that the property and obligations and liabilities of one can be regarded as 
the property and obligations and liabilities of any other. Each owns its 
own assets, carries on its own business, owes its own debts, pays its own 
taxes, and enjoys its own incomes. Under the excise act of 1909, each was 
separately taxed in respect to its own business, and under that act the cor- 
poration certainly did not include in its own return the proceeds of the busi- 
ness done by the subsidiaries. 

Now, if the corporation had been an individual and had received the 
property in question by the method of transfer described in the findings of 
fact, the contention would hardly be made that no dividend had in fact 
been declared or received, for, although no actual money might have passed, 
each company would have transferred the ownership of valuable prop- 
erty to one of its stockholders, who could thenceforth deal with it as he 
pleased, and could convert it into cash whenever he might desire. The fact 
that the stockholder happens to be incorporated can make no difference; 
the central question is: Has a dividend been declared? If the corpora- 
tion has received a “dividend,” this dividend has been declared by the act 
to be “income” and, as income, congress has directed it to be used in 
measuring both the taxes now in dispute. That the money (or property) 
handed over to the corporation was a dividend we entertain no doubt. All 
the property transferred had been derived from earnings; none of it had 
become capital; it had been accumulated like cash, having been gained in 
the course of each subsidiary’s business, and it awaited the pleasure of the 
respective boards of directors. These boards did not carry it to capital 
account; they did not issue stock to represent its value; they did not retain 
it for future use in their respective businesses. They decided to distribute 
it formally to their stockholders as a dividend, just as if it had been money, 
and they did in fact distribute it. No doubt, one of the stockholders 
received almost all of it, but this did not change the character of the 
directors’ act, which continued to be the declaration of a dividend, judged 
by the accepted tests. Gibbons v. Mahon (136 U. S.. 549). It can make no 
difference in the character of the directors’ act that the stockholder in 
question is a corporation and not an individual. Whether a distribution 
of corporate property is to be regarded as a dividend or not does not 
depend on the status of the person that receives a share but on what is 
done by the distributor. In the first instance the money or property is 
owned by the distributor and as owner he has the power to decide what is 
to become of it. After the stockholder receives it. he may use it as he 
likes, but it comes into his hands as a dividend whether he be an indi- 
vidual or a chartered company. We conclude therefore that the Gulf Oil 
Corporation received the property in question in the character of a 
separate stockholder in the subsidiaries, and received it as a dividend. 

Being a dividend the corporation received it after March 1, 1913, and 
the remaining question is whether taxes have been laid upon it; and, if so, 
to what extent and in what manner? In thus speaking of a tax being 
laid upon property, we use the customary phrase. In strictness, taxes like 
the sum in question are not upon the property itself, but are exacted from 
the taxpayer because of his relation to the property. The owner pays, and 
the property measures the amount of the exaction. This is emphasized in 
the case before us, where two taxes are levied upon the same taxpayer. 
Each tax is levied in respect of a different subject of taxation, but the 
amount of each is ascertained by the same measure, namely, by the tax- 
payer’s income. For the year 1913, the corporation was called upon to pay 
two taxes, one an excise or a franchise tax for January and February, and 
the other an income tax for the remaining 10 months; but the amount of 
the excise tax was measured by the corporation’s income, and the amount 
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of the tax in respect of the income itself was determined by the same 
measure. Before February 25, 1913, congress could not tax the corpora- 
tion’s income directly, but it could value its franchise according to its 
income and could impose the tax on that basis. Maine v. Railway Co. (142 
U. S., 217). After the adoption of the income-tax amendment, congress 
could tax the income directly, and for the remainder of the year it did tax 
the income in this manner. Each tax being computed by the same method, 
both were collected in one sum for convenience, but each depends for its 
validity on separate provisions. And we may add that congress was not 
bound to go into a minute inquiry concerning the source of earnings that 
might be divided or concerning the method by which they had been 
accumulated. For we have to do with a situation where the property 
divided is concededly earnings, and our decision is confined to the fact 
before us. 


The foregoing is the course of reasoning that commends itself to our 
minds, and we may briefly restate the conclusions. As levied by the act of 
1913, both taxes are constitutional, and each was distinctly laid on a separate 
subject of taxation. The excise or franchise tax was limited to the first 
two months of the year, and the value of the franchise was lawfully ascer- 
tained by using the corporation’s income as a measure; the income tax was 
for the remainder of the year, and was lawfully ascertained by using the 
same measure. In computing the corporation’s income the government law- 
fully took into account the valuable property over which the corpora- 
tion had acquired the complete ownership by virtue of its stock in the 
several subsidiaries, this ownership having been transferred to it by the 
formal declaration of a dividend. In exact terms the facts present the 
conditions laid down by the act of congress, and therefore (as no question 
is made concerning the regularity of the government’s procedure) the 
amount of the two taxes was lawfully levied and collected. 


The case of Lynch collector v. Turrish (C. C. A., 8; 236 Fed., 653), on 
which the corporation relies with much confidence, does not seem to be in 
point. The facts were these: Turrish was a stockholder in the Payette 
Lumber Co., whose capital stock, $1,500,000, was invested in timberlands. 
The company did no business and earned no money, but the value of its 
lands increased gradually until on March 1, 1913, it had grown to be 
$3,000,000. In 1914 the company sold the lands—that is, all its capital— 
for $3,000,000 and divided this sum among its stockholders. The share of 
Turrish was taxed as income received during 1914, and the court of ap- 
peals decided that he was not liable— 


Because no income, gains, or profits accrued to the plaintiff during the 
year 1914 or after March 1, 1913, but during that time his property re- 
mained of the same value, ‘and because the sale of the property of the 
Payette Co. in 1914 and the distribution of its proceeds by a dividend to 
its stockholders was not a change of the form, without any increase of the 
value, of the property he owned before the income-tax law of 1913 took 
effect. 

The case did not involve the question of an ordinary dividend from 
accumulated earnings but decided that a sale of capital Property and a 
distribution of the proceeds did not constitute the division of “income, 
gains, or profits” within the meaning of the act of 1913. No such facts 
are before us now. We may add that the decision is to be reviewed by the 
supreme court. 

A situation more like the case in hand is found in Southern Pacific Co. v. 
Lowe (D. C.) (238 Fed., 847), where Judge Manton delivered an opinion 
that discusses the general subject satisfactorily. We shall not take up other 
citations in the briefs of counsel; most of them may be distinguished on 
their facts, and in any event the question here, if we have outlined it cor- 
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rectly, seems to suggest an answer that is reasonably plain. Moreover, the 
two cases just referred to cite and consider nearly all the cases to which 
our attention had been called. 

One or two minor questions have been raised, but they do not require 
attention. The important points have been stated, briefly but we hope 
adequately, and if they have been correctly decided we see no need for a 
more elaborate discussion. 

_The judgment is reversed, with instructions to the district court to enter 
a judgment in favor of the collector. 


(T. D. 2547, October 22, 1917.) 
War-revenue law. 


Synopsis of decisions on questions relating to the war-revenue act of 
October 3, 1917. 


The following synopsis of decisions of the commissioner of internal 
revenue on questions relating to the war-revenue act of October 3, 1917, 
is published for the information of revenue officers and others concerned. 

. 

Exemption of $200 for each child—An additional exemption of $200 
provided for by the act for each child applies to the normal tax of 2 per cent. 
imposed by the act of September 8, 1916, and to the additional normal tax 
of 2 per cent. imposed by the act of October 3, 1917. 

* * 

Withholding of tax on income of foreign corporations on and after 
October 4, 1917.—Paying agents of interest on bonds of domestic corpora- 
tions owned by foreign corporations not engaged in business in the United 
States and having no office or place of business therein are required to 
deduct and withhold the tax of 6 per cent. on and after October 4, 1917. 
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Epitep sy Seymour Watton, C.P.A. 
(Asststep sy H. A Finney, C.P.A.) 
Tue Instirure EXAMINATION 
IV 

In attempting to answer the questions set by the American Institute of 
Accountants at the June, 1917, examination, it must be distinctly understood 
that no official standing is to be inferred, merely because the answers 
appear in this department. The board of examiners is in no way respon- 
sible for these answers and, as far as we know, may not even agree with 


them. 


EXAMINATION FOR ADMISSION AS ASSOCIATE 
ACCOUNTING THEORY AND PRACTICE—PART I 


1. The firm of A and B have the following statement: 


Store $15,000 Accounts payable $10,000 
Accounts receivable 12,000 Bills payable 5,000 
Cash 9,000 A Capital 30,000 
Furniture and fixtures 2,800 B Capital : 35,000 
Merchandise 37,000 
Miscellaneous equipment 4,200 

$80,000 $80,000 


C is admitted as a special partner with the following arrangement: 

C is to contribute $30,000 and to be entitled to one-third of the profit 
for one year. Before making the contribution the following changes to 
be made in the books: store to be marked down 5 per cent.; allowance for 
doubtful accounts to be created amounting to 2 per cent.; merchandise 
to be revalued at $35,000; furniture and fixtures to be valued at $2,500. 
At the end the amount of goodwill is to be fixed at 3 times the net profits 
for the year in excess of $20,000, this goodwill to be set up on the books, 
the corresponding credit being to A and B equally—A, B and C each to 
draw $3,000 in cash, the remaining profits to be carried to their capital 
accounts. 


During the year the following transactions took place: 


Merchandise bought on credit $240,000 
Cash purchases 25,000 
Cash sales 125,000 
Sales on credit 175,000 
Accounts payable paid (face $245,000, discount 2 per cent.) 240,100 
Accounts receivable collected (face $170,000, all net except $50,000 

on which 2 per cent. allowed) 169,000 
Buying expenses, paid cash 1,500 
Selling expenses, paid cash 21,000 
Delivery expenses, paid cash 9,000 
Management expenses, paid cash 4,500 
Miscellaneous expenses, paid cash 3,000 
Interest on notes payable, paid cash 250 


Partners each withdrew $3,000 cash as agreed. 
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In closing the books for determining profits and goodwill the following 
were agreed upon: 


Value of merchandise on hand $60,000 
Depreciation on store 285 
Additional allowance for doubtful debts 165 
Furniture and fixtures written down 200 


Goodwill having been estimated and duly entered C then contributes 
enough cash so that his capital account equals just one-third of the total 
capital. 


Prepare statements showing how the accounts are to be adjusted and 
the balance-sheet after the final adjustment. 


Solution.—The adjusting entries must first be made as follows: 


A capital $1,645 

B capital 1,645 
To store $ 750 
Reserve doubtful accounts 240 
Merchandise 2,000 
Furniture and fixtures 300 


There is not enough detail to make it worth while to make a classified 
profit and loss account, therefore it is given as a single table. 


Prorit AND Loss, YEAR ENDING —— 


Inventory, beginning $35,000 Reserve for doubtful 
Credit purchases 240,000 accounts 165 
Cash purchases 25,000 Discount on sales 1,000 
Buying expenses 1,500 Net profit 24,000 
Selling expenses 21,000 
Delivery expense 9,000 $364,900 
Management expenses 4,500 Cash sales $125,000 
Miscellaneous expenses 3,000 Credit sales 175,000 
Interest 250 Inventory, ending 60,000 
Depreciation, store 285 Discount on purchases 4,900 
Depreciation furniture 
and fixtures 200 $364,900 


The balance of $24,000 would be disposed of by crediting $8,000 each to 
the drawing accounts of A, B and C, leaving a balance of $5,000 in each 
account to be transferred to the capital accounts. 


The excess profits being $4,000, the goodwill is fixed at $12,000. 


Goodwill $12,000 
To A capital $6,000 
B capital 6,000 
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The partners’ accounts will then be as follows: 


Original capital 
Less adjustment 


Capital when C enters 
Goodwill 
From drawing accounts 


Cash from C 


Before a balance-sheet can be prepared, it is necessary to set up a 


A B Cc 

$30,000 $35,000 
1,645 1,645 

$28,355 $33,355 $30,000 
6,000 6,000 
5,000 5,000 

6,855 

$39,355 $44,355 $41,855 

——} 


Casu Account 


Balance $ 9,000 Cash purchases $ 25,000 
C capital 30,000 Accounts payable net 240,100 
Cash sales 125,000 Buying expenses 1,500 
Accounts receivable net 169,000 Selling expenses 21,000 
C capital 6,855 Delivery expenses 9,000 
Management expenses 4,500 
Miscellaneous 3,000 
Interest 250 
Partners’ drawings, total 9,000 
Balance 26,505 
$339,855 $339,855 
BALANCE-SHEET (Date not given) 
Assets Liabilities 
Store $14,250 A capital $39,355 
Less reserve 285 $13,965 B capital 44,355 
C capital 41,855 
Furniture and fixtures 2,300 Bills payable 5,000 
Miscellaneous equipment 4,200 Accounts payable $10,000 
Goodwill 12,000 Add purchases 240,000 
Merchandise 60,000 
Accounts receivable 12,000 250,000 
Add sales 175,000 Less paid 245,000 5,000 
187,000 Reserve doubtful accounts 405 
Less collected 170,000 17,000 
Cash 26,505 
$135,970 $135,970 
} 
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Of set purpose this solution has been made as simple as possible. This 
was done in order to save time, which is a very important thing in an 
examination. It would easily have been possible to set up a number of 
formal statements showing the calculation of the goodwill, of C’s additional 
investment, etc. 

It would be of great interest to those who sit in future examinations if 
the board of examiners could intimate whether or not they consider this 
form of solution acceptable, provided it covers all the essential points of 
information. 


2. BALANCE-SHEET OF AB 

Real estate $140,000.00 Capital 652.00 
Equipments 75,150.00 Mortgages on real estate 75,000.00 
Patents 54,700.00 Accounts payable 124,615.24 
Investments 33,500.00 Notes payable 80,000.00 
Cash 4,348.64 Reserve for depreciation 821.00 
Notes receivable 2,479.75 
Accounts receivable 31,108.15 
Inventories 81,423.70 
Goodwill 40,000.00 
Trading losses 47,378.00 

$510,088.24 $510,088.24 


AB, whose balance-sheet appears above, having been unfortunate in 
business, goes into liquidation. Prepare statement of affairs and deficiency 
account. 

The real estate is valued at $90,000; the equipment at $30,000. The 
patents are considered worthless, with the exception of one thought to 
have a market value of $5,000. Bonds with a par value of $27,500, were 
pledged to secure a collateral loan of $25,000. These have, however, shrunk 
in value so as to be worth at present prices only $22,000. Included in 
investments are $5,000 other bonds which are clearly worthless; the other 
investments have a doubtful value of 50 per cent. The notes receivable are 
thought to be good. Of the accounts receivable $10,000 are known to be 
good, $5,000 are known to be bad, and the remainder are expected to pay 
80 per cent. The inventories are estimated as worth not more than half of 
their book value. Goodwill is purely fictitious. Interest accrued on the 
mortgage is $800; on notes payable, $523. Wages accrued are $1,200. 

Assuming the foregoing estimates of value are correct and the expenses 
of liquidation amount to $3,000, what percentage of their claims will the 
general creditors receive? 

Solution—The first step is to put the accrued items into the accounts 
by a charge to trading losses, and then to charge the total losses off against 
the capital. The goodwill may be treated in the same way, or may be con- 
sidered a worthless asset. The reserve for depreciation must also be 
credited to equipments to bring that asset to its actual carrying value. It 
is not specified that the reserve applies to this account, but it is assumed 


that it does. 


Trading losses 


$2,523.00 


To interest on mortgage $ 800.00 
Interest on notes payable 523.00 
Wages accrued 1,200.00 


To record accrued interest and wages. 


Capital 
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$49,901.00 


ass To trading losses (47,378 & 2,523) 
oe Reserve for depreciation 
i To equipments 
This reduces the capital to $179,751.00 and equipments to $74,329.00. 


140,000.00 


74,329.00 
54,700.00 
27,500.00 
5,000.00 
1,000.00 
81,423.70 
2,479.75 
31,108.15 


40,000.00 
4,348.64 


461,889.24 


Ledger balance 


STATEMENT OF AFFAIRS 
Assets 


90,000.00 
75,800.00 


Real estate 
Less mtg. & interest contra 


Equipments 

Patents 

Bonds pledged, contra 

Bonds, worthless 

Bonds, doubtful 

Inventories 

Notes receivable 

Accounts receivable, good 
doubtful 
bad 


22,000.00 


Goodwill 
Cash 


Total free assets 
Less wages preferred 


Net free assets 
Deficiency 


Liabilities 


Ledger balances 


75,000.00 
800.00 
124,615.24 
25,000.00 


55,000.00 
523.00 
1,200.00 
179,751.00 


461,889.24 


Mortgages on real estate, contra 
Interest on mortgage, contra 
Accounts payable 

Notes payable, secured 
Collateral contra 


Notes payable, unsecured 
Interest on notes payable 
Wages accrued, contra 
Capital 


821.00 


49,901.00 


821.00 


Expected to realize deficiency 


50,000.00 
14,200.00 
30,000.00 44,329.00 
5,000.00 49,700.00 
5,500.00 
5,000.00 
500.00 500.00 
40,711.85 40,711.85 
2,479.75 
10,000.00 
12,886.52 3,221.63 
5,000.00 
40,000.00 
4,348.64 
120,126.76 243,962.48 
1,200.00 
118,926.76 
64,211.48 
183,138.24 


Expect to rank 


124,615.24 
3,000.00 


55,000.00 
523.00 


183,138.24 
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Dericiency AccouNT 


Loss on real estate 50,000.00 Balance down being total 
Equipment 44,329.00 Loss to AB 243,962.48 
Patents 49,700.00 
Bonds 11,000.00 
Inventories 40,711.85 
Accounts receivable 8,221.63 
Goodwill 40,000.00 

243,962.48 
243,962.48 
Capital AB 179,751.00 
Balance down 243,962.48 Loss to creditors 64,211.48 
243,962.48 243,962.48 


As a statement of affairs is the prophecy of what the liquidator expects 
to accomplish, and as his expenses are not known until he has finished the 
liquidation, they can not be made part of the statement. As the problem 
assumes the correctness of the figures in the statement, there will be the 
proceeds of the net free assets, $118,926.76, less $3,000.00 of expenses, 
or $115,926.76 net, with which to pay the dividend on the unsecured claims 
of $183,138.24, or a trifle over 63.3 per cent. of the claims of the creditors. 


Unless the mortgage and the notes payable were settled promptly, there 
would be an increase in the interest accrued on them. 


3. A company organized with $1,000,000 capital stock which it placed at 
par, and $1,000,000 5 per cent. bonds which it sold at 90, this being a 6 per 
cent. basis. It paid to contractors, etc., for construction $1,800,000 and this 
amount of investment ran, on the average, for one year before the prop- 
erty was ready for operation. When operation began the company had 
therefore paid one year’s interest on the issue of bonds. No dividends were 
paid on the stock. In addition to the sum named above the company also 
paid $10,000 for legal expenses in connection with incorporation and 
$5,000 for franchise and other fees. 


How should the accounts appear when the property was ready for 
operation? 

Solution.—It is the general opinion of accounting authorities that in- 
terest paid during construction of a plant is a proper charge against the 
plant account. In accordance with this opinion the plant account would be 
charged with $50,000 in addition to its cash cost of $1,800,000. As the 
bonds were sold on a 6 per cent. basis, the amortized interest would be 
6 per cent. on $900,000, or $54,000. Therefore there would be a further 
charge to plant account of $4,000, the offsetting credit being to discount on 
bonds. 

Personally I do not think that this is correct accounting, because I do 
not see why a plant constructed out of funds obtained by this method of 
financing should be worth $54,000 more than it would have been if the 
funds had been provided by selling $2,000,000 capital stock at par, and no 
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interest or discount paid. I would carry the $54,000 as a deferred charge 
to be written off gradually in the same way as is done with the organization 
expense. 

The franchise and other fees are taken to be the ordinary fees charged 
by the state for issuing the charter. This item, together with the legal fees 
should be charged to organization expense, to be carried as a deferred 
charge and to be written off as rapidly as circumstances will permit. It is 
not necessary to charge it all off before dividends can be paid. 


The accounts would appear as per the following: 


TRIAL BALANCE 


Capital stock $1,000,000 
Bonds, 5% 1,000,000 
P lant $1,854,000 
Organization expense 15,000 
Discount on bonds 96,000 
Cash 35,000 

' $2,000,000 $2,000,000 


If the bond coupons were paid semi-annually the discount charged to 
the plant would be $4,060. This is calculated as follows: 


Interest at 3 per cent. on $900,000 $27,000 
First 6 month coupon pad 25,000 
Credit discount on bonds $2,000 
Interest at 3 per cent. on $902,000 $27,060 
Second 6 month coupon paid 25,000 
Credit discount on bonds 2,060 
Total charged to plant $4,060 


This would reduce the balance of discount on bonds to $95,940. 


4. A corporation having issued its capital stock at par buys 1,000 
shares at 95. It later sells 500 of these shares at 98, and 300 at 85, and 
200 at 101. Give the journal entries covering these transactions. 

How should the items appear on the balance-sheet immediately after 
purchasing the stock, and immediately after each of the sales? 

Solution —The face value of the stock is not given, but from the figures 
it is safe to assume that it was $100 a share. 

When a corporation buys in any of its stock below par it has made an 
apparent profit, but it has not realized an actual profit or loss until all the 
stock is sold. As the final result is not known in the meantime, the ap- 
parent profit or loss from the purchase and the different sales should be 
carried in a contingent account. When the last share is sold the contingent 
profit or loss becomes a real one and can be carried to surplus. 
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Immediately after purchasing the stock the following items would 
appear on the balance-sheet. 
Treasury stock 100,000 Contingent profit on stock 5,000 
Selling 500 shares at 98 involves an apparent loss of 2 per cent., or 
$1,000. The items would then be 
Treasury stock 50,000 Contingent profit on stock 4,000 
On the sale of 300 shares at 85 there is an apparent loss of $4,500, the 
items then appearing as 
Treasury stock 20,000 Contingent loss on stock 500 
The sale of 200 shares at 101 indicates a profit of 1 per cent. or $200. 


JournaAL ENTRIES 


freasury stock 100,000 
Cash 95,000 
Contingent profit on stock 5,000 


To record the purchase of 1,000 shares 
of our stock of 95. 
Cash 49,000 
Contingent profit on stock 1,000 
Treasury stock 50,000 
To record the sale of 500 shares 
of treasury stock at 98. 


Cash 25,500 
Contingent profit on stock 4,000 
Contingent loss on stock 500 
Treasury stock 30,000 


To record the sale of 300 shares 
of treasury stock at 85. 
Cash 20,200 
Treasury stock 20,000 
Contingent loss on stock 200 
To record the sale of 200 shares of 
treasury stock at 101. 
Surplus (or deficit) 300 
Contingent loss on stock 300 
To close into surplus the net loss on 
the purchase and sale of 1,000 shares of 
treasury stock. 

Treasury stock being all sold, there would appear the item of loss on 
stock $300, unless it had been charged against surplus as it must be 
eventually. 

5. The following items represent the combined statement of all the 
national banks. Rearrange them in the form of a balance-sheet. You 


need not follow the form used by the comptroller of the currency, but 
make a balance-sheet in the form that seems the most desirable. 


Banking house, furniture and fixtures $160,800 
Bills of other national banks 31,200 
Bills payable 44,700 


471 


The Journal of Accountancy 


Bonds borrowed 60,000 
Bonds, securities, etc. 700,300 
Capital stock paid in 896,400 
Cashier’s cheques outstanding 1,000 
Certified cheques 1,000 
Cheques and other cash items 26,900 
Circulating notes 551,900 
Demand certificates of deposit 1,000 
a Deposit of U. S. disbursing officers 17,800 
Dividends unpaid 1,600 
2 Due from approved reserve agents 614,500 
Due from other national banks 334,600 
Due from state banks 123,000 
Due from the treasurer of the United States 4,700 
Due to approved reserve agents 38,100 
Due to other national banks 823,000 
Due to state banks 395,800 
Due to trust companies 337,900 
a Exchanges for the clearing house 190,600 
Be Fractional currency 2,300 
ee Individual deposits subject to cheque 4,315,000 
Loans Lawful money reserve in banks 701,600 
Loans and discounts 4,678,600 
Notes and bills rediscounted 14,400 
Bonds (other than U. S.) to secure U. S. deposits 68,200 
Other liabilities 6,900 
Real estate owned other than banking house ‘ 20,200 
Overdrafts 30,500 
Premium on bonds for circulation 14,600 } 
Redemption fund with the U. S. treasurer 27,300 
Reserve for taxes 400 
State bank circulation outstanding 100 
Surplus fund 548,300 
Time certificates of deposit 1,000 
Undivided profits 186,600 
— U. S. bonds on hand 7,400 
are. U. S. bonds to secure circulation 557,300 
D U. S. bonds to secure U. S. deposits 95,600 
3 U. S. deposits 143,300 
Solution.— RESOURCES 
ae Loans and discounts $4,678,600 
Overdrafts 30,500 
U. S. bonds to secure circulation 557,300 
U. S. bonds to secure U. S. deposits 95,600 
Bonds (other than U. S.) to secure U. S. deposits 68,200 
U. S. bonds on hand 7,400 
Premium on bonds for circulation 14,600 
Bonds, securities, etc. 700,300 
Banking house, furniture and fixtures 160,800 
Other real estate owned 20,200 
Due from other national banks 334,600 
Due from state banks 123,000 
Due from approved reserve agents 614,500 
Cheques and other cash items 26,900 
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Exchanges for clearing house 190,600 
Notes of other national banks 31,200 
Fractional currency 2,300 
Lawful money reserve in bans 701,600 
Redemption fund with U. S. treasurer 27,300 
Due from U. S. treasurer 4,700 
$8,390,200 
LIABILITIES 
Capital stock $896,400 
Surplus 548,300 
Undivided profits 186,600 
Circulating notes 551,900 
State bank circulation outstanding 100 
Due to other national banks 823,000 
Due to state banks 395,800 
Due to trust companies 337,900 
Due to approved reserve agents 38,100 
Dividends unpaid 1,600 
Individual deposits subject to cheque $4,315,000 
Demand certificates of deposit 1,000 
Time certificates of deposit 1,000 
Certified cheques 1,000 
Cashier’s cheques outstanding 1,000 4,319,000 
U. S. deposits 143,300 
Deposits of U. S. disbursing officers 17,800 
Bonds borrowed 60,000 
Notes and bills re-discounted 14,400 
Bills payable 44,700 
Reserve for taxes 4,400 
Other liabilities 6,900 
$8,390,200 


EXAMINATION FOR ADMISSION AS ASSOCIATE 
ACCOUNTING THEORY AND PRACTICE—PART II 


1. In the process of consolidating several competing establishments, 
corporation A, the holding company, acquires $98,000, out of a total of 
$100,000, of the capital stock of company B. At the time of the purchase 
the balance-sheet of company B showed surplus and undivided profits of 
$50,000. Company A bought the stock of B at 200%. Almost immediately 
after the purchase company B paid a cash dividend of 25%. In what ways 
would the payment of this dividend affect (a) the balance-sheet of B; 
(b) the balance-sheet of A; (c) the consolidated balance-sheet of A and 
its subsidiary companies? 

Give your reasons for your answer. 
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Solution—Company A should carry its investment in company B in two 
accounts 
Stock company B 98,000 at 150 per cent. 147,000 
Goodwill company B 49,000 

Representing the book value of the stock of company and the excess 
over that value paid for the goodwill. 

(a) When B paid a dividend of 25 per cent. it reduced its surplus to 
$25,000 and its book value to 125 per cent. 

(b) On A’s books there would be a charge of $24,500 to cash and a 
credit of the same amount to stock company B, reducing the balance of 
that account to $122,500. 

(c) On the consolidated balance-sheet the only changes would be in 
the items of cash and “Due minority stockholders of B.” Before the 
dividend the account would show credit of $2,000 at the book value of 150 
or $3,000. After the payment to them of the dividend of $500, their account 
would have a balance of $2,500, being again its book value of 125 per cent. 
The dividend paid them would also reduce cash by $500. 

(a) It does not seem necessary to give any reason for the effect of the 
dividend on B’s accounts. The dividend must be charged to surplus, which 
would be reduced to that extent. 

(b) A bought the stock of the B company on the basis of its book value 
of 150. At that rate $98,000 of the stock would be worth $147,000. As A 
paid 200 per cent. or $196,000, it must have paid $49,000 for the goodwill of 
B, therefore it would enter the purchase under the two heads as indicated 
above. This treatment would be necessary in order to make possible a 
consolidated balance-sheet in which the investment in B stock would be 
replaced by the assets and liabilities of B at book value. 

When the dividend of 25 per cent. was paid before any additional value 
had been added to B stock by profits, the value of A’s interest in the B 
stock was reduced by the amount of the dividend, A’s cash being corre- 
spondingly increased. The credit of $24,500 is therefore made to “Stock 
company B” as a part repayment of the money invested. The goodwill is 
not affected. 

(c) On the consolidated balance-sheet the asset of cash in B’s accounts 
would be reduced $25,000 by the payment of the dividend. This would be 
offset by an increase in A’s cash of $24,500, a net decrease in the con- 
solidated cash of $500, and a corresponding decrease of the liability of 
minority stockholders of B, as their holdings of $2,000 are now reduced by 
the payment to a book value of 125, or $2.500. 

2. The balance-sheet of a corporation shows the following credit 
balances : 


Reserve for depreciation 

Reserve for extension of plant 
Reserve for bad and doubtful debts 
Sinking fund reserve 

Insurance reserve 

Reserve for pensions 

Reserve for contingencies 

Reserve for taxes. 
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What would you assume to be the nature of each of these items? Can 
better terms be submitted for any of those used? In what circumstances 
would each of the above accounts be debited, and when debited what would 
be the corresponding credit? If the business were to be sold for the 
amount of its net worth as shown by the balance-sheet which of these items 


would represent a proper addition to the capital stock in determining the 
selling price? 


Solution—Reserve for depreciation is an account which shows the 
amount of deterioration so far suffered by some fixed asset, according to 
the judgment of the persons best qualified to judge. It is really a reduc- 
tion of the value of the asset and as such reduces the net worth; and it 
would not represent any addition to the capital stock. It is debited with 
the value of the corresponding asset when that is scrapped, the corre- 
sponding credit being to the asset account. 

Reserve for extension of plant is part of the surplus, and should be 
called surplus appropriated for plant extension. It should be included with 
other appropriated surplus to form the total surplus. It means that it has 
been determined to set aside the proceeds of a certain portion of the profits 
in order to build the extension and prevent the use of the money for the 
payment of dividends. If the account is debited when the extension is 
finished, surplus would be credited, which shows that there was no sense 
in ever opening the account. As it is part of the surplus, it would be a 
proper addition to the capital stock in determining the selling price. 

Reserve for bad and doubtful debts is of exactly the same nature as 
depreciation, the reduction in value of an asset, therefore not an addition 
to the net worth or to the capital stock valuation. It is debited with 
accounts proved to be bad, the offsetting credit being to accounts or notes 
receivable. 

Sinking fund reserve is part of the surplus and should be called surplus 
appropriated for sinking fund. It means that the money provided by that 
portion of the profits has been invested in sinking fund securities and is 
therefore not to be used for paying dividends. If the account is kept as a 
reserve it will be debited and surplus credited when the bonds are paid. 
Being part of the surplus at all times it is an addition to the capital stock 
valuation. 

Insurance reserve consists of a certain portion of the profits set aside to 
meet a loss which may or may not occur. As such it is part of the surplus. 
It would be charged with any losses that may take place, the offsetting 
credit being to the asset lost, or to cash if it is accident or employers’ 
liability insurance. In case of a sale it would be thrown back into surplus, 
as it is not required that the old owners should pay future losses of the 
new owners. Therefore it would add to the capital value in determining 
the selling price. 

Reserve for pensions represents profits set aside with which to provide 
funds for paying pensions to aged employees. As the pensions must be 
paid in time to those who become entitled to them, the liability is direct and 
not contingent, and the funds representing it are really the property of the 
future pensioners. Therefore the reserve should not be considered part of 
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the surplus, any more than is the re-insurance reserve of an insurance com- 
pany. In case of a sale the new owners would have to assume the contracts 
already made for pensions, therefore the reserve would not be an addition 
to the capital value. If any pensions are paid the fund would be credited 
and the reserve debited. 

Reserve for contingencies is a general reserve set up to provide for 
losses that are not sure to occur. It is an appropriation of surplus, but still 
part of it. In fact, surplus itself may be said to be accumulated as a reserve 
for unforeseen or contingent loss. The establishment of a separate account 
is merely for the purpose of calling attention to the danger of unforeseen 
loss and therefore the necessity for segregating part of the surplus to pre- 
vent its being used for dividends. It would be debited with any losses of a 
contingent nature, cash being credited. In a sale it would be added to the 
surplus and would increase the capital value. 

Reserve for taxes is an accrued account payable, as the taxes are sure 
to come due and will have to be paid. It would be debited with the cash 
paid for taxes. As a true liability it would not increase the capital value in 
case of a sale. 

3. A machine costing $10,000 was estimated to have a life of ten years, 
with a residual value of $1,000. At the close of each year a charge of $900 
was made and a similar amount credited to “reserve for depreciation.” 
Just prior to closing the books at the end of the tenth year the machine 
was discarded and sold, bringing $2,000, and a similar machine was bought 
costing $15,000. Give the journal entries that you would make to close the 
books at the end of the tenth year in order to cover these transactions and 
to make necessary adjustments. Interest is not to be calculated. 

Solution—The regular depreciation of $900 for the tenth year should 
be charged off 
Depreciation 900 

To reserve for depreciation 900 

Of course depreciation will be charged off as an operating expense. 

The other entries would be 


Reserve for depreciation 9,000 
To machinery 9,000 

Cash 2,000 
To machinery 1,000 
Surplus 1,000 


Above transactions to record the discarding 
of the old machine 
Machinery 15,000 
To cash or accounts payable 15,000 
To record purchase of new machine. 

As the scrap value of the machine was greater than was anticipated, the 
saving is credited to surplus, since that account has been charged $100 too 
much each year in the past, through operating expense. 

It might be considered proper to charge only $800 for the tenth year and 
to credit surplus with $900, but that would cause the tenth year to be out 
of harmony with the previous years. 
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Sometimes when there are many machines on which depreciation is to 
be allowed an average method is used. In this case, reserve for deprecia- 
tion would be charged with only $8,000 and the whole of the $2,000 salvage 
would be credited to machinery. This is on the theory that, although the 
result as to this particular machine was more favorable than was ex- 
pected, the results in other cases might be less favorable, the average result 
being expected to be fairly accurate. Great care in the valuation of the 
machines from time to time is necessary, if this theory is adopted. 


4. How should the following items be treated in the balance-sheet: 

Notes receivable endorsed and discounted at a bank; 

Accommodation endorsements made for friends; 

Contracts for future delivery at a stated price, the work being in part 

completed, and in part, but to a smaller percentage, paid for: 

Guarantee given that machinery sold will last five years? 

Solution—When notes receivable are endorsed and discounted at a 
bank (or are given to creditors as payment on account) they should be 
credited to notes receivable discounted. In the balance-sheet the total of 
the notes receivable should be shown on the debit side short, the amount 
of the discounted notes deducted, and the remainder, if any, carried out 
as notes on hand. In this way the contingent liability is not lost sight of. 
The objection to showing this liability in a footnote, as recommended by 
some, is that a footnote, not being an integral part of the balance-sheet, 
may be omitted in a statement made to creditors. 

An accommodation endorsement should be shown as a contingent lia- 
bility, offset by a contingent asset of the same amount that may possibly 
become due from the friend. The objection to a mere footnote mentioned 
above applies with equal force here. 

The amount of work so far completed on a contract for future delivery 
should be carried on the books at cost. The money received from the 
customer should be credited to advances on uncompleted contracts. If 
there has been any considerable selling expense in placing the contract, it is 
proper to carry it over as a deferred charge. It would not be fair to the 
past year to make it stand the expense of obtaining the contract, when the 
next year takes all the profits. 

A reserve should be set up out of profits each year to provide for the 
loss consequent upon being obliged to make good the guarantee on the 
machinery sold. The size of this reserve for guarantee would be governed 
by experience and by the best judgment of those most qualified to form an 
opinion in regard to it. 

5. A company is under obligations to pay $10,000 to sinking fund 
trustees “out of profits.” The following transactions take place. 


1914 
Dec. 31 $10,000 cash paid to sinking fund trustees. 
1915 
Jan. 5 Trustees invest in $10,000 of the 5 per cent. bonds of the com- 
pany at 98 and interest (from Jan. 1 
July 1 Coupons on above bonds collected. 
Dec. 31 $10,000 paid to sinking fund trustees. 
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1916 
Jan. 1 Coupons collected. 
Jan. 2 $11,000 bonds bought for sinking fund at 95. 
July 1 Coupon collected. 
Dec. 31 $125 paid for expenses of sinking fund. 
Dec. 31 $10,000 paid to sinking fund trustees. 
1917 


Jan. 1 Coupons collected. 
Jan. 10 $10,000 bonds bought at 101 interest. 

Give the journal entries on the company’s books for the above trans- 
actions. 

Solution.—The only doubtful point is the treatment of the discount and 
premium on the bonds bought. Strictly speaking they should be amortized 
over the life of the bonds. As the bonds are presumably all those of the 
company itself, although the problem does not say so, the discount will be 
an eventual profit and the premium an eventual loss to the company. Since 
the amounts are not large, it is hardly worth while to bother with an 
amortization that would vary every year. Therefore the discount and 
premium are credited or debited at once to sinking fund income. The 
journal entries would be as follows: 


Dec. 31-14 Sinking fund trustee 10,000.00 
To cash 10,000.00 
Jan. 5-15 Sinking fund bonds 10,000.00 
Sinking fund income—interest 5.48 
To sinking fund trustee 9,805.48 
Sinking fund income-discount 200.00 


To record purchase by trustees of 
$10,000 bonds at 98. 
The interest is calculated at 365 days to the year, although in some 
localities notice is taken of the actual days covered by the coupon. 
July 1-15 Sinking fund trustee 250.00 
To sinking fund income 250.00 
For interest due this day 
Dec. 31-15 Sinking fund trustee 10,000.00 
To cash 10,000.00 
Sinking fund income 694.52 
To profit and loss 694.52 
To close income account, including 
$250 accrued interest 
Jan. 1-16 Sinking fund trustee 250.00 
To sinking fund income 250.00 
Jan. 2-16 Sinking fund bonds 11,000.00 
Sinking fund income—interest 1.50 
To sinking fund income—discount 550.00 
Sinking fund trustee 10,451.50 
Explanation as above. 
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July 1-16 Sinking fund trustee 252.00 
To sinking fund income 525.00 
For coupons on $21,000 bonds 
Dec. 31-16 Sinking fund income 125.00 
To cash 125.00 


This should be paid out of current funds and not out of the money in 
the hands of the trustee. Otherwise the credit would be to the trustee. 


Dec. 31-16 Sinking fund trustee 10,000.00 
To cash 10,000.00 

Sinking fund income 1,723.50 
To profit and loss 1,723.50 

Including $525 accrued interest 

Jan. 10-17 Sinking fund bonds 10,000.00 

Sinking fund income—premium 100.00 

Sinking fund income—interest 12.33 
To sinking fund trustees 10,112.33 


For $10,000 bonds at 101 and interest 


These are all the entries I would make. In preparing the balance-sheet 
at the end of each year I would note the balance of the sinking fund 
account, consisting of bonds, accrued interest and uninvested cash, and 
would divide the surplus account into appropriated surplus to the amount 
of the sinking fund and free surplus for the remainder. It is not necessary 
to open an account with appropriated surplus on the books. However, if the 
contributions to the sinking fund have not been kept up, it will be well to 
open an account with sinking fund reserve for the shortage, which will 
still be part of the surplus. The surplus would then be shown in three 
items: appropriated for sinking fund for the amount actually in the fund, 
reserve for sinking fund for the amount still due to the fund, and free 
surplus. 


6. A company which keeps no perpetual inventory records but takes an 
inventory annually on December 31, suffers a fire loss on March 1. How 
would you proceed to compute the inventory on hand at that date? 

Solution—From the records of several previous years I would ascertain 
the usual percentage of gross profits to net sales. I would then ascertain 
if the conditions prevailing during the last three months were normal. If so, 
I would make a statement similar to the one I would make to find the gross 
profit if the inventory were known. In this statement I would include the 
gross profits calculated at the normal percentage of the sales. The amount 
necessary to balance the statement would be the approximate inventory, 
thus 


Inventory Jan. 1 25,000 Net sales 330,000 
Purchases 200,000 Inventory Feb. 28 
Gross profit 40% of sales 132,000 


357,000 
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The amount necessary to balance $27,000 would be the inventory. This 
approximation is possible only when the percentage of gross profit is 
fairly steady from year to year. 

In other words, the inventory at the beginning plus the purchases (or 
cost to manufacture) plus the estimated gross profit deducted from the net 
sales will be the inventory. 

7. In preparing a balance-sheet of a corporation how would you classify 
or deal with securities 

(a) representing the entire ownership of a plant, 

(b) representing an interest in a competing company, 


(c) representing the investment of a sinking fund, 
(d) representing the investment of a temporary surplus of cash, 


(e) stocks or bonds issued by the company itself? 

Sclution—(a) I take this question to mean that the holding corpora- 
tion owns all the stock of the concern that owns the plant. On the balance- 
sheet of the holding company it would appear as “Investment in blank 
company stock.” On a consolidated balance-sheet this item would be 
replaced by the various assets and outside liabilities of the subsidiary com- 
pany for its book value. Any excess over book value paid for the stock 
would be carried as goodwill. 

(b) If the interest is small it would be carried on the balance-sheet of 
the holding company and on a consolidated balance-sheet-as “Investment in 
blank company stock.” If the investment covers almost the entire stock it 
would appear in the same way on the holding company’s balance-sheet. 
On a consolidated balance-sheet the entire assets and liabilities and the 
goodwill would be shown, offset by a credit item, “Minority stockholders 
blank company” at the book value of the shares held by them. 

(c) Investment of a sinking fund would appear among the assets as 
“Sinking fund investments.” Together with uninvested cash it would con- 
stitute the entire sinking fund, offset by a subdivision of the surplus as 
“Appropriated surplus.” 

(d) Temporary investments of surplus cash would appear among the 
debits either under the general name of investments or with the names and 
amounts of the securities detailed. 

Investments are a separate classification in the balance-sheet, usually ap- 
pearing between the fixed and current assets. 

(e) Stocks or bonds issued by the company itself would appear as 
credits for the authorized amounts. If all of them have not been issued or 
if any part has been re-acquired by the company, the authorized amounts 
would be shown “short,” and the unissued and treasury stock and the 
treasury bonds would be deducted from the respective amounts and the 
remainders carried out as outstanding. 

8. What are the main objects to be sought in arranging the distribu- 


tion of the work of the treasury and accounting departments of a business? 
What general lines of distribution would you adopt to attain these objects? 


, — are not expected to explain methods in detail or draw 
orms. 
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Solution—The two departments should be kept separate, each one 
checking against the other. No person who handles cash should have 
control of any ledger. 

All cash received should be deposited in bank. All payments should be 
made by cheque, small items being paid through a petty cash kept on the 
imprest plan. Vouchers should be obtained for all payments, and they must 
be approved by the proper parties. 

The cashbook should have a column for each controlling account in 
the general ledger, to admit of the posting of totals. In very large con- 
cerns separate cashbooks may be used for different departments or ledgers, 
all working into the general cashbook. _ 

There should be two independent records of all cash received, one for 
the bookkeeper and the other for the cashier or treasurer. In order to 
avoid collusion between these two, it is often well to have the record made 
in duplicate by a third person and furnished to the accounting and treasury 
departments. In large concerns the two departments should be so inde- 
pendent of each other that collusion would be impossible. 

Vouchers for payment would be prepared and authorized by the 
accounting department. 

I do not understand that any accounting methods are asked for, except 
as they affect the treasurer’s department. 
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Correspondence 
Mining Company Accounting 
Editor, The Journal of Accountancy: 


Sir: The Siwash Mining & Development Co., was organized under the 
laws of the state of Washington. The authorized capital stock consisted 
of 1,500,000 shares with a par value of one dollar each. In accordance with 
the requirements of the laws of Washington the entire capital stock was 
subscribed for by the organizers and promoters of the company. 


At the first meeting of the board of directors a communication was 
received from one of the promoters offering to convey to the company 
certain mining property in full payment of the entire capital stock of the 
company, for which capital stock the promoter and his associates had 
previously subscribed. The offer was accepted by a resolution of the 
board. 

An offer was then received and accepted whereby the promoters 
donated to the treasury 1,350,000 shares to be sold at the discretion of the 
board for the purpose of raising the necessary funds for operation. 


The balance-sheet submitted herewith shows the condition of the com- 
pany at the end of the first year and the relative statements summarize the 
operations for the fiscal period. 


The procedure herein outlined is typical of mining enterprises in the 
west. Will you kindly submit the case to your readers for criticism rela- 
tive to principles of law, theory and practice involved. 


Yours truly, 
SUBSCRIBER. 


SIWASH MINING & DEVELOPING COMPANY 
BALANCE-SHEET 
December 31, 1916 


ASSETS 
Current assets: 
Cash at bank $ 963.10 
Accounts receivable: 
For stock $ 1,096.01 
Other items 30.00 1,126.01 
Notes receivable 300.00 
Ore on hand and in transit $ 4,000.00 
Estimated net value of ore in dump 10,000.00 14,000.00 
Supplies on hand 1,123.30 
Total current assets $ 17,512.41 
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Fixed assets: 


Mine property—purchase price and develop- 
ment cost, of which $1,500,000 was paid 


in stock at par $1,552,338.12 
Mill building, machinery and equipment 29,510.34 
Tramway 1,316.32 
Mine and camp buildings 2,095.55 
Roads and trails 5,378.45 
Miscellaneous equipment 6,475.31 

Total fixed assets 1,597,114.09 

Total assets $1,614,626.50 


LIABILITIES, CAPITAL STOCK AND DoNATED CAPITAL 


Liabilities : 
Overdraft at bank $ 3,274.95 
Current accounts payable 20,032.45 
Advance received on concentrates 1,303.70 
$ 24,611.10 
Deferred payments for mine property 48,115.40 
Total liabilities | $ 72,726.50 
Capital stock: 
Authorized capital stock $1,500,000.00 
Less shares in treasury 516,000.00 - 
Capital stock outstanding 984,000.00 
Total liabilities and capital stock $1,056,726.50 
Donated capital : 
Capital stock donated to treasury $1,350,000.00 
—Deduct— 
Discount and commission paid in stock 792,100.00 
Balance of donated capital 557,900.00 
Total liabilities, capital stock 
and donated capital $1,614,626.50 


SIWASH MINING & DEVELOPMENT COMPANY 
STATEMENT OF CAPITAL EXPENDITURES FOR PROPERTY 


December 31, 1916 


Capital stock issued for assignment of 


bonds on Getaway and Sampson groups $1,500,000.00 
Cash payment on bonds $ 1,884.60 
Deferred payments 48,115.40 

Total amount of bond on Chataway group 50,000.00 

Crown grants, Sampson group 546.79 
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Cost of mill: 


Mill buildings 

Mill machinery 

Tanks 

Piping 
Tramway 


Mine and camp buildings: 


Mine buildings 
Camp buildings 


Roads and trails: 


Road building 
Less subsidy from government 


Miscellaneous equipment, etc. 
Mine equipment and tools 
Miscellaneous freight and hauling 
Boarding house outfit 
Camp outfit 
Automobile 


Development expenditures 
Organization and promotion 
Incorporation, legal and other fees, 
stationery, etc., net 
Commissions paid in cash for selling 
treasury stock 


Less net income from ore produced in 
development 


Total capital expenditures 


$ 9,140.57 
18,862.88 
692.65 
814.24 


$ 1,617.80 
477.75 


$ 8,959.91 
3,581.46 


$ 2,043.40 
3,382.37 
422.54 
227.00 
400.00 


$10,071.34 


2,482.66 
3,250.00 


$15,804.00 
14,012.69 


29,510.34 
1,316.32 


2,095.55 


5,378.45 


6,475.31 


1,791.33 


$1,597,114.09 
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Book Reviews 


REAL ESTATE ACCOUNTS; by Water Mucktow, C.P.A., Member, 
Am. Inst. of Accountants, The Ronald Press Company, New York. 


Accountancy, in the sense of public accounting, is a young profession 
comparatively speaking—at least, we are yet in the habit of so mentioning 
it whether boastfully or apologetically. Toa reviewer of books on account- 
ancy, however, there soon comes that sense of slight weariness so aptly 
termed in trench-slang as “fed-uppedness” as book after book proves to be 
an old friend with a new face. He is almost tempted to exclaim with the 
Preacher, “There is nothing new under the sun!” In the nature of things 
connected with an art based on a few fixed principles this is to be expected. 
All that one can do is to bear in mind that improvements in accounting 
methods are always possible but evolve by almost imperceptible degrees. 
Lucky the reviewer who is able to distinguish and proclaim to the world 
that some author has really hit upon a new and efficient step rather than 
merely restated an old one in new and ingenious words. And luckier 
still when he welcomes to his desk a genuine pioneer work in a little- 
known field. 

These reflections are aroused by the book on real estate accounts by 
Mr. Mucklow which has just been published through the Ronald Press. 
Though at first inclined to take with large grains of salt the author’s pre- 
facing statement that there is little literature on the subject of real estate 
accounting either at home or abroad, on second and prolonged thought the 
reviewer has to admit the fact. While it is true that every text-book on 
auditing and accounting usually treats the subject of real estate properly 
as an item of assets and some give a general notice to it when it appears 
as the stock-in-trade, we have had until now no book devoted entirely to 
real estate in its latter form. Why this is so is a conundrum that even 
Mr. Mucklow’s explanation hardly seems adequate to answer. While it 
may be true that the accountants for real estate companies have been too 
busy to tell others what they are doing, one would have expected some 
public accountant long ago to tell us of his experience in auditing such 
concerns. Land companies are by no means a new thing in this country. 
Whatever be the real explanation we have the book now and it fills a real 
need in accountancy literature. It may not be strictly germane to the 
subject, but we hope this review will fall under the eyes of some account- 
ant for the moving picture business and encourage him to write a similar 
book on the accounts of that young giant of the business world. 

Every class of business has its own technical vocabulary but it is too 
often forgotten by those who write about it that terms perfectly familiar 
to them are Sumeric dialect to the general reader. Not the least valuable 
feature of Real Estate Accounts is that the author has been at much pains 
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to give clear definitions of terms peculiar to the business, or that are used 
in a different sense from the ordinary accountancy acceptance. For ex- 
ample, every public accountant knows what a “contract” is, but he may not 
know that to the real estate accountant “contract” always means “any kind 
of a lease or agreement providing for the sale of real estate on an instal- 
ment plan.” (Italic ours.) Again, to us “gains” and “profits” are prac- 
tically synonymous, but in real estate nomenclature “gains” applies to the 
gross gain or book profits on land sales “in which the payment of the full 
purchase price is deferred and the profit has therefore not been fully 
realized,” while “profits” designates gains that have been fully earned or 
realized. However loose and confusing such use of the words may seem to 
us it is not for us to quarrel with the “custom of the trade”; it is enough 
that we are carefully put on our guard in this way by Mr. Mucklow not 
only in the opening chapter but elsewhere by his clear defining of the 
words he uses, a method well worth recommending to all writers on dis- 
tinctive as against general accounting methods and practice. As regards 
“gains” and “profits,” however, it is a fair criticism to say that real estate 
accountants would do well to abolish the term “gains” (as they define it) 
from their books and vocabulary, difficult as it might be. As Mr. Mucklow 
well says ($339) it is very important that “gains” should never be treated 
as “profits” nor even be called “profits” because of treasury rulings under 
the income tax law. And we should add that since the law itself specifi- 
cally taxes all “gains, profits and income” it is by no means impossible 
that ultra-strict treasury officials might insist on the letter of the law and 
levy a tax on “gains” as well as “profits.” Study of the illustrative journal 
entries given from time to time in the book makes it quite clear that the 
function of the gains on sales account is one of providing a reserve against 
lapses in the payment of instalments, and it would seem that “reserve for 
lapses” would be a better term and less likely to cause misunderstandings 
with treasury agents. 

What will strike every public accountant as curious and maybe heretical 
is that the system Mr. Mucklow describes provides nowhere a sales account. 
Only in schedule I of a series of monthly statements (chapter XXVII) is 
there shown a summing up of the total sales and cancellations for the month 
(and we take it for granted the monthly statement is supplemented by a 
similar statement of year to date). On the books we find the sales are 
recorded in the following manner: 


Contracts (or other form of sale) Dr. 
To real estate (Cost of land sold) 
Gains account (Expected ultimate profit) 


Presumably the total debits in the controlling contracts account is relied 
upon to show the total sales of this character, and one may readily grasp the 
idea that the form of entry is a great time and labor saver in that by one 
entry is shown the amount of the sale, the cost of the land is credited to 
the real estate account, and the gains account records the total profit to be 
expected. Elsewhere Mr. Mucklow explains the rules by which the un- 
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realized profits may be ascertained, the balance of realized through instal- 
ment payments being transferred to the real profit and loss account. But it 
is evident that after the business is in full swing the effect of contra entries 
on account of lapses and cash received totally destroys the value of con- 
tracts account as a sales record, and makes it necessary to go to the sub- 
ledgers with an adding machine to extract the desired information. With 
his personal experience Mr. Mucklow is, of course, the best judge of the 
question of time and labor saved by his system. What will interest his 
readers more, however, is the problem involved in making up the income 
tax returns. By implication at least Mr. Mucklow gives us to understand 
(§339) that the income tax is to be paid only on realized profits, whereas 
according to T. D. 2090 (if it has not been recently revoked) real estate 
companies are required to report and pay tax on the total gains where 
there has been an actual sale and transfer of the property even though 
payment is to be made in instalments. The obvious answer is that a 
contract is not a sale but an agreement to convey when all the required 
instalments have been paid. From that angle it would appear that there 
is no sale then until the contract is completed, and it is therefore not 
strictly logical to take up any profit at all on the books till the sale is 
consummated. But it would also be illogical to treat the land under con- 
tract as being sold, by crediting its pro rata cost to real estate account. 
Without going further into the question it is sufficient to make it clear to 
the general practitioner that Mr. Mucklow is handling some very knotty 
problems in his book. 

The book contains a very full description of all the books and record 
forms pertaining to the real estates business in its various phases, and 
chapter XXIX gives full and explicit advice in the matter of auditing a 
real estate company. It not only furnishes a guide to the neophyte but it 
incidentally conveys a warning to the practitioner who may be requested 
to make an audit for the first time for a lump sum. The enormous amount 
of detail work is not always apparent at first sight of the books. 

As said before, this is a pioneer work in its field, a first step toward 
a uniform system for real estate accounts. Every section of our country 
uas its land companies and every general practitioner will want a copy of 
this book for study and comparison with his own experience. It is too 
early yet to say it is the standard authority on its subject but we lose our 
guess if it does not eventually become so. W. H. L. 


THE NATIONAL BUDGET SYSTEM; by Cuartes WALLAcE COLLINs. 
The MacMillan Company, New York. 


Every public accountant advocates the budget system for national and 
state and municipal finances as a matter of course, but how many are able 
to discuss the subject intelligently with voters and legislators and present 
sound and convincing reasons therefor? How many really know what a 
national budget system is? How many know what a chaotic, absurd and 
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utterly ignorant system—rather say lack of system—prevails in this country 
peopled by what we complacently regard as the most practical business men 
in the world? Students of public finance have long called our attention 
to the lack of system and coherency in raising our national revenues and 
disbursing them for national expenses. Time and again there have been 
disputes and quarrels over treasury statements of balances. There has 
been no lack of trained and expert supervision; it is an acknowledged fact 
that every cent expended by the national treasurer has been accounted for 
from the founding of the republic. Yet it is impossible for a citizen to 
obtain a plain and intelligible statement at any time of what Uncle Sam 
owes, what he has in cash, what is owing to him. The climax has been 
reached in this year of grace 1917 when on the adjournment of congress 
estimates as to the amounts which congress has appropriated for the 
coming fiscal year differ as widely as ten billion dollars! 

It is high time that all patriotic Americans irrespective of party affilia- 
tions should unite in a demand that congress adopt what even Japan, 
the youngest of modern nations, has—a national budget system. The 
cause should appeal particularly to public accountants for obvious reasons. 
It is not sufficient, however, to base our plea on the mere point of correct 
and scientific accounting—the average man, much less the average legis- 
lator, has little interest in our point of view. The question must be dis- 
cussed on the broader plane of public economics and administrative 
efficiency. 

In a handy little volume of some 150 pages Mr. Collins presents a 
succinct statement of what a national budget is, illustrated by the systems 
in use in more enlightened countries. He also tells us of the hap-hazard 
manner in which the United States makes appropriations and raises rev- 
enues. Finally, he indicates how a true national budget system can be 
adopted under our constitution if congressmen can be persuaded or forced 
to take a national, not a local, view of the country’s finances. Under a 
proper budget system “log-rolling” and the “pork-barrel” would be speedily 
relegated to the world’s museum of barbaric relics. There is not a word 
in the book that cannot be easily understood by the plain business man, 
the man who has the vote. It is the patriotic duty of every public account- 
ant to arm himself with this little book, and prepare himself to “talk 
budget” in season and out of season. W. H. L. 


ACCOUNTING THEORY AND PRACTICE. A First Year Text; by 
Roy B. Kester, M.A., B.C.S., C.P.A. The Ronald Press Company, 
New York. 


As the title implies, and as further stated in the preface, this book by 
Roy B. Kester, who is an instructor in the school of business, Colum- 
bia university, is a text-book for first-year students, and presumably is 
based on his course of instruction. Owing to the author’s radical de- 
parture from the traditional methods of teaching accounting it will un- 
doubtedly attract much interest and comment from teaching accountants 
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generally. The fate of Columbia graduates who may take the American 
Institute of Accountants’ examinations in future will be carefully observed, 
for while it may be easy to approve or condemn Mr. Kester’s method on 
general principles its success or failure will depend entirely on his students’ 
ability to pass. The orthodox method of teaching in business schools and 
colleges is to start the pupil with the simplest forms of business transac- 
tions, teaching him how to record cash receipts and disbursements, etc., and 
carrying him step by step through the journal and ledger up to the final 
profit and loss statement and the balance-sheet. In a word the student is 
taught through fictitious transactions in exactly the same way as a young 
man is trained through real transactions in a business office. The only 
difference is that the student has the opportunity to get some idea of 
various forms of business while the apprentice is confined strictly to the 
particular line in which he is working. Mr. Kester’s method is best 
explained in his own words in his preface: 


“The method of approach as given in this volume is perhaps not 
orthodox, but it has seemed that the student, given an understanding of 
the purpose which the accounting records are to serve, will be able to 
make that record with real intelligence instead of by rule of thumb. 
Accordingly, the balance-sheet and the profit and loss statement are pre- 
sented first, as the goal towards which all record-keeping looks. The 
student is taught to analyze business facts and conditions from the very 
beginning. He is then led, step by step, through the use of non-technical 
terms, into the ledger, where he sees the way in which the data which he 
has been using are summarized. The books of original entry are next 
explained and the method by which the information is classified as it is 
brought on to the books. Finally, the business papers and documents 
which constitute the source of all entries are described.” 

Accordingly, after a preliminary chapter on the history of accounting 
which will prove interesting to many of us who are not students, the book 
proceeds along the lines as indicated above for about half its length The 
rest of it is devoted to more detailed study and illustration of the general 
principles already enunciated. At the end of each chapter problems are 
given the student to work out that he himself may learn to apply the 
theory covered before. An appendix contains review questions for each 
chapter, and another a set of problems which will have a familiar appear- 
ance to those who have taken accountancy examinations. It is easy to 
see from an inspection of all the problems and review questions that the 
Columbia student will have had a thorough drill to prepare him for 


examination. 


Mr. Kester’s classification of accounts into asset, liability, and pro- 
prietorship accounts strikes the reviewer as eminently sound and less 
likely to confuse the student than the customary one of assets and liabili- 
ties only, or of real and nominal accounts. Under proprietorship we have 
the further sub-classes of temporary proprietorship and vested proprietor- 
ship accounts, the former covering all accounts during their temporary 
work of increasing or decreasing the value of proprietorship, and the latter 


489 


The Journal of Accountancy 


the ultimate summarizing of them at the close of fiscal periods. Much 
fine-spun theorizing, particularly over the elusive idea of the proprietor 
being both the owner and a creditor of his business is thereby eliminated. 
The fundamental equation posited is the statement form of a balance-sheet, 
viz: 

Assets minus Liabilities = Proprietorship, 


and we should imagine no student who has this idea firmly in mind can 
thereafter have any doubts as to the nature of proprietorship. Inci- 
dentally Mr. Kester makes the acute observation that the account form, i. e., 


Assets = Liabilities plus Proprietorship 

is responsible for the large amount of time and ink wasted in attempting 
to find points of similarity between liabilities and proprietorship accounts. 

It is not an agreeable task to criticize such an admirable piece of work 
as this book, but there are some points which seem to need amending. 
It is rather curious that Mr. Kester has failed to mention a subsidiary book 
which is widely used by business concerns—the perpetual inventory. With 
this book kept by the store-keeper or stock-clerk monthly statements of 
profit and loss are easily compiled. Again, it would seem better technical 
form to show net profit from operating the business before taking in 
other income. (See equation, p. 46.) And most seriously do we ques- 
tion the statement on page 100 that an entry below the clesing (double) 
lines of an account balances the contra entry above the lines. This 
heterodoxy is carried to an extreme on page 225 where Mr. Kester in- 
structs the student to make a journal entry which is posted to the credit of 
the account as of Dec. 31, and to the debit of the same account after 
closing it as of Jan. 1. This error is partly redeemed on page 383 where 
the correct methods of treating deferred charges are given, but in the 
meantime the mischief has been done; the student has been given to under- 
stand that it is correct to post a journal entry of one period into a ledger 
account of another after the books have been closed. 

Nevertheless the book is an excellent piece of work and we shall 
await the second volume for second-year classes with much interest. 


W. Hz L. 
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Colorado Society of Certified Public Accountants 


The annual meeting of the Colorado Society of Certified Public Ac- 
countants was held on Friday, October 5, 1917. The following officers and 
directors were elected: Henry J. Falk, president; G. C. Stumm, first vice- 
president; George Best, second vice-president; Alfred B. Bell, third vice- 
president; F. H. Bentley, treasurer; Chester G. Weston, secretary; C. H. 
Fulton, assistant secretary; Ralph M. Fishel, auditor; directors: Clem W. 
Collins, Henry J. Falk, W. L. Pitcaithly, Page Lawrence, S. R. Schaeffer, 
Alfred B. Bell, F. H. Bentley, Harry T. Hughes and Frank B. Reid. 


Connecticut Society of Certified Public Accountants 

A semi-annual meeting of the Connecticut Society of Certified Public 
Accountants was held in Hartford, October 10th, the president, William P. 
Landon, presiding. A paper was read by Frederick W. Child on Present 
values in inventories. The following were elected to the society: fellows, 
Frederick Fischer, Hardy S. Waters and Harry K. Schwartz; associate, 
Nina P. Hudson. The meeting was followed by a dinner at the Allyn 
House at which George L. Vannais reported on the annual meeting of the 
American Institute of Accountants in Washington. 


Oregon State Society of Certified Public Accountants 


At the annual meeting of the Oregon State Society of Certified Public 
Accountants on October 29, 1917, the following officers were elected: Seth 
L. Roberts, president; George P. Clark, vice-president; Joseph G. Gilling- 
ham, secretary and treasurer. Directors elected were H. A. Moser, W. R. 
Mackenzie, S. S. Barker and E. H. Collis. Walter D. Whitcomb, the 
retiring president, has joined the colors. 


Wisconsin Society of Certified Public Accountants 
At the annual meeting of the Wisconsin Society of Certified Public 
Accountants, held in Milwaukee, November 5th, the following officers were 
elected: president, Gladstone Cherry; vice-president, S. E. Barry; secre- 
tary and treasurer, H. D. Sampson. 


John B. Fewkes and Franklin P. Steed announce the formation of a 
co-partnership for the practice of public accounting and auditing under 
the firm name of Fewkes, Steed and Company, 706 Marsh-Strong build- 
ing, Los Angeles, California. 


491 


The Journal of Accountancy 


Thomas Upshur Hare 


Announcement has been received of the death on November 16, 1917, 
at Norfolk, Virginia, of Thomas Upshur Hare, C.P.A., member of the 
American Institute of Accountants. 

Mr. Hare had been an accountant for many years and was prominent 
in the Virginia Society of Certified Public Accountants. He had always 
taken great interest in the national organization as well and had done much 
to forward the progress of the profession. 


George L. Vannais, William P. Landon and Edward I. Petze, certified 
public accountants, announce the formation of a partnership under the 
firm name of Vannais, Landon and Company, with offices at 252 Asylum 
street, Hartford, Connecticut. 


Barrow, Wade, Guthrie & Co., New York, announce the admission of 
the following partners in the firm: Rupert S. Hughes, P. W. R. Glover, 
Arthur Bentley, Charles Thompson, Barclay Mackinnon and Charles W. 
Allen. ‘ 


Horwath and Horwath, public accountants, announce the removal of 
their offices from 1416 Broadway to the Tilden building, 105 West 40th 
Street, New York. 


Louis E. Stander, C.P.A., announces the removal of his office to 200 
Fifth Avenue, New York. 
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Unnecessary Duplication 


Unnecessary duplication of office rec- 
ords is the easiest way to multiply 
errors and the most difficult way to 
secure accurate condensed figures 
about any business. 


Elliott-Fisher The Bookkeeping Machine pro- 


duces several necessary office records at one ~ 


operation and, at the same time, provides an 
automatic check on the accuracy of the work. 


Where Elliott-Fisher posts the ledger, makes 


the statements and makes a carbon copy of all 
of the day’s postings—The Proof Sheet—at one operation, 
proving the accuracy of every entry as it goes along, there 
is never any end-of-the-month congestion. 


The ledger is always in balance—statements are always 
ready to be mailed where Elliott-Fisher The Bookkeeping 
Machine is used. 


These records and many others, such as auxiliary cash 


books, bank deposit slips, distribution of sales by depart- 
ments, kind of goods, by salesmen, by territory, are being made 
pg aoe -Fisher by hundreds of concerns in nearly every line 
of business. 


Many accountants are rendering their clients an additional service 
by recommending Elliott-Fisher. 


Call at our office in your city or write 
Elliott - Fisher Company, 1228. Elliott Parkway, Harrisburg, Pa. 


lliott -Fisher 
Bookkeeping Machine 
with the Proof Sheet and the Flat Writing Surface 
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i aiton ouccesses 
i In the June 1917 Examination for associate membership in the American Insti- ih 
iK tute of Accountants, sixty-eight men were successful. Of these, eight were IN 
i) Walton men. Five men who acquitted themselves with special distinction were Ive 
IAs named in order of merit. Three of the five were Walton Students, and George Ih 
it Lormer, our student, headed the list. IN 
) In Illinois C. P. A. Examinations of 1915 and 1916, Gold Medals offered by the mi 
Nf Illinois Society of Certified Public Accountants for the highest average markings i 


were won by Walton Students. A silver medal was awarded in 1917 to a 

Walton man. 

Well known Certified Public Accountants individually endorse Walton Courses, i 

which have been further endorsed by adoption in the Schools of Commerce of Ih 

leading universities, among which are: University of Chicago, St. Louis 4 


=>: 


— 


University, University of Detroit, Marquette University, Southwestern 
University, Dakota Wesleyan University, University of Montana, University of 


ey Utah, University of California, University of Denver, Tulane University and ) 
Georgetown University. 
Correspondence Instruction 
it We offer by correspondence the accounting and law courses which trained the HK 
Ny) men who won these honors and prizes—courses endorsed by the leading members of WN 
i } the accounting profession and by accounting educators. * il) 
i Chicago and New York Evening Schools 
" For full information and bulletin in regard to resident instruction address NM 
Ny W.H. Harrison, Secretary, 347-357 Peoples Gas Building, Chicago, or Harold WH 


ii Dudley Greeley, C. P. A., Resident Manager, 707 Singer Building, New York City. \ 
ip A postal will bring our interesting book. Address the Wi 


WALTON CH@L 
COMMERCE 


) 
( 
) Seymour Walton, A. B., C. P. A., Dean i) 
( J. Porter Joplin, C. P. A., Pres. | Charles H. Langer, C. P. A., Vice-Pres. 1 
| 347-357 Peoples Gas Bldg. Chicago, Illinios W 
WM In making inquiry please advise whether you are interested in correspondence or resident instruction. Wl 
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MANAGER WANTED 


HE growth of our organization opens a re- 

sponsible position in the management of one 

of our offices to a man with the right per- 
sonal and professional qualifications, preferably 
a college graduate, who is a member or associate 
of the American Institute of Accountants, or has 
passed the C. P. A. examinations in some state 
where the degree has a recognized standing. 


ROM the hundreds of letters received in answer to our 

previous announcements in The Journal of Account- 
ancy for September or November, we have already em- 
ployed a few men who have seemed to measure up to our 
standards and were otherwise available for work in our 
organization. We have an exceptional opportunity in the 
position referred to in this advertisement and want an 
exceptional man, qualified to take a responsible part in 
the future development of our organization. Address 
applications for this position to our Boston office for the 
personal attention of Mr. Scovell. 


EPLIES will be received in strict confidence and no 
inquiries made of present or past employers, or ref- 
erences, without express permission from the candidate. 


SWé 
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Scovell, Wellington & Company 


Certified Public Accountants 
Industrial Engineers 


NEW 


Boston, 110 State Street Springfield, Mass., Stearns Building 
New York, Woolworth Building Cleveland, [Huminating Building Chicago, 10 So. La Salle St. 
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American Institute of Accountants 


List of Officers, Members of Council and Committees 


1917-1918 
OFFICERS 
W. Sanders Davies, 103 Park Avenue, New York 
Presid O. May, 54 William Street, New York 
neice Waldron H. Rand, 101 Milk Street, Boston, Mass. 
Adam A. Ross, Morris Building, Philadelphia, Pa. 
A. P. Richardson, 20 Vesey Street, New York 


MEMBERS OF THE COUNCIL 


For the term of five years: For the term of three years: , 

J. S. M. Goodloe..........sseeeeee New York John F. Forbes......... ere California 
Elmer L. Maryland William P. Virginia 
J. Edward Masters.............. Massachusetts Illinois 
New York Elijah W. New York 

For the term of four years: For the 7 of two years: 
Georgia Hamilton S. New Jersey 
New York Edward E. Gore Illinois 
Oregon Bertram D. Missouri 
New Jersey Overton S. Kentucky 
Herbert G. Stockwell.............. Pennsylvania Charles Neville ........ccccccccccccees Georgia 
California William F. New York 

For the term of one year: 
Missouri F. R. Carnegie Steele............ Massachusetts 
Edward L. Suffern............ Jersey 


BoarD OF EXAMINERS 


For three years: For two years: 
Charles S. Ludlam.................. New York Arthur W. Teele, Chairman......... New York 
Waldron H. Rand............... Massachusetts New York 
For one year: 

AUDITORS 
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COMMITTEES 


ExeEcuTIvE COMMITTEE 


The President, Chairman............ New York New York 
CoMMITTEE ON PROFESSIONAL ETHICS 
Charles H. Tuttle... Massachusetts 
spe <ggpestinn on Arbitration Committee on Federal Legislation 
= Committee on Budget and Finance Committee on Meetings 
a E. W. Sells, Chairman............++. New York Peter T. Wright, Chairman........... Delaware 
Thomas L. Maryland District of Columbia 
2 Committee on Constitution and By-Laws Committee on Publication 
= W. R. Mackenzie, Chairman............. Oregon J. E. Sterrett, Chairman............. New York 
Tennessee William M. New York 
ot Committee on Education Committee on State Legislation 
_ Waldron H. Rand, Chairman..... Massachusetts J. S. M. Goodloe, Chairman.......... New York 
New York Charles F. New York 


PREPARE FOR THE C. P. A. EXAMINATIONS 


OU will find the Arbuckle Institute of Accountancy’s evening course 

a thorough and economical way to fit yourself for this degree to- 
ward which all ambitious accountants are aiming. Three evenings a week 
given to a study of Accounting, Auditing, Law and Economics will in two 
years give the fundamentals necessary to pass the examination. 


a Enrolment may be made at any time 

| The endowment of thejArbuckle Foundation makes low feesJpossible. 

| NEWELL DWIGHT4HILLIS, President] 

. Harold Dudley Greeley, C.P.A. 

a Director Department of Accounting 
149 Broadway, New York 


For catalogue, address ROY FRASER, Superintendent __ 


Me || ARBUCKLE INSTITUTE 0F ACCOUNTANCY 


=a- 


Samuel King Funkhouser, Jur. Dr. 
Director Department of Law 
1 Liberty Street, New York 


‘ Orange and Hicks Streets Brooklyn, N. Y. 
4 2 (Convenient to the Brooklyn Bridge and Subway) 
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Over 11,900 retail 
merchants failed last year 


Bankers are interested in these figures. They lose : 
when their borrowers fail. | 


Up-to-date National Cash Registers stop lax methods 


in Retail Stores—save time, work and money. 


And they enable a merchant without delay to give jim 
his Banker a complete, reliable statement of his business. | 


Every Banker should investigate the N. C. R. System 


and recommend it to his merchant clients. 


Registers sold on small monthly payments. 5 per cent 
off for cash. 


Write for literature. Address Department No. 44 
a The National Cash Register Company, Dayton, Ohio 


When writing to advertisers kindly mention THe Journat or ACCOUNTANCY. 
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Income Tax Procedure 
By Robert H. Montgomery, C.P. A. 


Of Lybrand, Ross Bros. & Montgomery; Ex-President, American Associ- 
ation of Public Accountants; Author of “Auditing, Theory and Practice.” 


CCOUNTANTS are going to be 

asked for more advice about the 
preparation of Income Tax returns in 
the early part of 1918 than ever before 
in the history of tax legislation. 


The law, in its present form, is as 
complicated as the 1913 and 1916 laws 
put together, if such an expression 
might be used. Some of the points in its 
construction require the keenest sense 
of accounting distinction as well as a 
thorough grasp of legal points involved. 


This manual of Income Tax pro- 
cedure for 1918 covers the Income Tax; 
the Corporation Stock Tax and the 
Excess (War) Profits Tax, and will give 
you specific, positive advice at each 
step in preparing the returns, in the 
same thorough way as did Mr. Mont- 
gomery’s 1917 manual. 


Mr. Montgomery takes up not the 
easy part—you can get plenty of ad- 
vice on that—but the doubtful and 
difficult points you won’t find treated 


elsewhere. He comments on items of 
income from different sources, allow- 
able deductions, exemptions and the 
administration of the law. He goes 
thoroughly into the points of accounting 
involved in the law, a matter in which 
well-informed accountants can render 
great service to their clients. 


Mr. Montgomery’s 1917 Income 
Tax manual was generally considered 
to be by far the most satisfactory man- 
ual of procedure published at that 
time. This work is of the same kind. 
It is, however, much larger—over 600 
pages in all. The price will be $4.00 
delivered. 


The volume will be issued Decem- 
ber 27th, so as to include late rulings, 
yet be in plenty of time for preparing 
the returns. File your advance order 
now. You are not obligated in any 
way. Unless you are perfectly satisfied 
with it after a personal examination, 
you need not keep it. Simply fill out 
and return the coupon below. 


THE RONALD PRESS COMPANY 


21 Vesey Street 


New York City 


THE RONALD PRESS CO., 21 Vesey St., New York 


Please send, as soon as ready, a copy of Robert H. Montgomery’s “1918 Income Tax Procedure” 
on five days’ approval. Price, $4.00. 


Business 


When writing to advertisers kindly mention THe JournaL or ACCOUNTANCY. 
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American Institute of Accountants 


1917 YEAR-BOOK 


The 1917 Year-book of the American Institute of Account- 
ants will be published on or about December 10th. 


Every accountant, whether a member of the Institute or 
not, should have in his possession the Year-books of the In- 
stitute in order to keep in touch with accounting developments. 


The latest Year-book contains important and valuable 
papers presented at the meeting of the American Institute of 
Accountants in Washington in September, record of proceed- 
ings of the meeting, the text of all state C. P. A. laws enacted 
or amended since the date of the preceding volume, personnel 
of state boards of accountancy, constitution and by-laws of the 
Institute and a complete list of officers, committees, members 
and associates of the Institute, arranged both alphabetically and 
geographically. 


The _— include those of the Board of Examiners and 


of many important committees. 
The book is indispensable for reference purposes. 
272 pages. 
Price $1.50 net, $1.65 delivered in the United States. 


PUBLISHED BY 


AMERICAN INSTITUTE OF ACCOUNTANTS 
20 Vesey Street New York 


When writing to advertisers kindly mention THz Journat or AccouNTANCY. 


| 

| 

ail 


THE RONALD PRESS COMPANY 
21 Vesey Street, New York 
Gentlemen: Send for examination a copy of “Brokerage 


Accounts.” After five days I will either remit the price, $3.50, 
or return the book to you. 


The Accountant and the 
Brokerage Business 


HE business of brokerage on the 
different exchanges is full of pe- 
culiar customs and technicalities, 
without a knowledge of which the 
accountant is practically helpless. 


Also, business is usually transacted 
under a high pressure, which creates 
peculiar conditions that affect account- 
ing methods vitally. 


Mr. Todman gives very directly and 
clearly this information that the ac- 
countant must have before attempt- 
ing to handle work connected with 
the brokerage business. He explains 
the conditions and customs that exist 
and shows how the systems of ac- 
counting are designed to accommo- 
date themsélves to these require- 
ments. The peculiar terminology of 
the brokerage business is explained 
so that the terms used will be clearly 
understood. 


For both accountants in general prac- 
tice and those on the accounting staffs 
of brokerage houses, this book is full 
of exceedingly valuable information. 
It shows how to get a grasp of the 
complicated details of the work and 
to get an organized understanding of 
the often apparently peculiar methods 
employed. 


Book Sent on Approval 


**Brokerage Accounts’’ is a book of 
338 pages, 534 by 8% inches, bound 
in half leather. The price is $3.50. 
The book will be sent for full in- 
spection to any responsible account- 
ant or broker, subject to five days’ ex- 
amination. At the end of that period 
a decision can be made and the book 
returned or the price remitted to 
cover. 


THE RONALD PRESS CO. 
21 Vesey Street, New York City 


When writing to advertisers kindly mention THe Journat or AccouNnrTANCY. 
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Queen Loose Leaf Ledger: As handsome and as strong as 
can be made. Bound in genuine English Pigskin and dark green 
Corduroy. Made with round steel back and curved steel hinges, 


cylinder lock and flat key. 


Business Building Records 


The proof of good records is in their accuracy 


and convenience. There must be no doubt as 
to the reliability of the facts and figures they 
contain, yet this information should be easily 
accessible. Records that meet these important 
requirements are the foundation of business 
that increases in a big way. National Blank 
Books are business builders; with their aid sys- 
tematic, efficient accounting and record-keeping 
become easy and productive. 


National Blank Books are practical and well- 
tested lines, guaranteed by the largest blank 
took manufactory in the world. Each book 
represents the maximum of service, convenience 
and workability that can be obtained at the 
purchase price. At your own price you can buy 
a National for a practically unlimited number 
of uses. A large stock always on hand at the 
factory insures prompt delivery on new oupplies 
and duplicate orders. 


Loose Leaf Ledgers, with their accessory Transfer Binders, Sectional Post Binders. Sheet Holders, 
Stock Ledger Sheets, Indexes, Prong Files, Price Books and Ring Binders are found in all styles and 


sizes in the National list. 


There are also special Record and Data Books for almost every con- 


ceivable business purpose. Then if the book you have in mind is not regularly made, we will make it 
specially for you. There are also about 11,000 bound books available. 


Your regular stationer has, or can secure, National Blank Books for you. There 
are no other blank books quite like the National line. 
You can prove this by using them. 


NEW YORK BRANCH: NATIONAL BLAME coupe 


-58 Duane Street 


Dominion Blank Book 


Berthierville, P. Q. 
Canada 


HOLVOKE, ASS. 


LONDON OFFICE: 


When writing to advertisers kindly mention Taz Journat or AccounTANcY. 
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Specially 
Made Accountants 


EW pens measure up to the exacting demands 

made upon them by accountants. To be or 
any real service to an accountant, a pen must not 
only write a clean cut line but do so uniformly 
and steadily. 


THE “SWAN SAFETY’”’ 
POSTING FOUNTPEN 


will stand such a test because the “nib” is specially 
designed for accounting work. It deposits so little 
ink, no blotting is necessary. 

Tired hands or writer’s cramp are unknown to the 
thousands of users of the “SWAN POSTING”. 
PEN, since no pressure in writing is required. Post- 
ing with a “SWAN?” is a pleasure. 

Try one on ten days approval. If it isn’t all that 
we claim it to be, you may return it. May we send 
you one on these conditions? 


Size 2, $3.00; size 3, $4.00; size 4, $4.50; size 5, $5.50. 


NABIE & Go, 


17 MAIDEN LANE, 209 S. STATE ST. 
NEW YORA CHICAGO 


When writing to advertisers kifdly mention Taz JournaL or Accountancy. 
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Train Yourself Now For 


Financial Management 


—Now, as a new world-expansion is just beginning to open up in 
America the greatest opportunities of your lifetime. 


A 600-Page 
Text Book of Finance 


Fundamentals of Financial 
Management. 


Organizing Business for 
Financing. 

Where Capital is secured. 

The Use of the Different 
Stecks and Bonds. 

Promotion and Combination 
of Concerns. 

Floating Stock and Bond 
Issues. 


Managing Finances of Go- 
ing Concerns. 

Using Bank and Trade 
Credit. 

Points for Corporation Di- 
rectors. 


Handling Insolvency and 
Reorganization. 


Bae to get at the heart of financial situations. 
Learn how to construct, in detail, far-sighted, 
workable, successful financial plans. Study how capital 
is secured, how money is borrowed, how enterprises 
are whipped into shape, promoted and financed. Un- . 
derstand the language of finance, the procedure in 
conferences and directors’ meetings. Know just how 
each kind of stock and bond issue is used, and why. 
Understand how to manage the current finances of 
a business. 


Study the methods of big concerns, shrewd and far- 
sighted men. Then profit by what you know in your 
own business affairs. 


Men already in responsible positions, or preparing 
for them, see at once the value of “Business Finance” 
—the new 600 page volume by W. H. Lough, former 
Professor of Finance, New York University School 
of Commerce, Accounts and Finance, now President, 
Business Training Corporation, New York. 


“I may say that a five-minute glance at Part IV— 
Internal Financial Management—has convinced me 
that the book is well worth the money,” says Mr. 
J. W. Robinson, Auditor, Thomas A. Edison, Inc., 
Orange, N. J. “Biggest bunch of knowledge I have 
ever purchased for such little money.”—Philip I. 
Carthage, Comptroller, Standard Mail Order Co., 
New York. “Worth $800 instead of $3,” wrote one 
Birmingham, Ala., business man whom the book “hit 
just right.” 


We are perfectly willing to have you check these 
opinions by personal examination of the work before 
you pay anything for it. 


Sent For Free Inspection 


‘Business Finance,” will be sent to any responsible accountant 
or business man for a five days’ personal examination. If you 
don't see where it will be worth the price over and over again to 
you in your business career, simply return the book to us. Use 
the coupon below in ordering. 


Ronald Press Company 
21 Vesey St., New York 
Gentlemen:—Please send me a copy of “Business Finance” 
by Lough. I agree either to return the book after five days’ 
examination, or remit the price, $3. 


Name 


Business firm 
or reference 


Address 


When writing to advertisers kindly mention Tue Journat or AccounrANcy. 


ii 
XIII | 
| 

| 

= 

4 


THE JOURNAL OF ACCOUNTANCY 


Buying Silence 


The user of the ‘‘Silent Smith’”’ buys in addition to 
a writing machine—office quiet. 


Instead of the clatter of the ordinary typewriter, he 
hears only the gentle “‘tap, tap,’’ of the type against 
the paper—practically the only sound. 


This result has been brought about by mechanical 
refinements. Ball bearings, lightness of touch, ease of 
operation and a minimum of noise—all help the oper- 
ator to turn out neat, accurate written work. 


Send for free booklet, “The Silent Smith.” It has 


valuable information about typewriting and typewriters. 


L. C. Smith & Bros. Typewriter Co. 


Factory and Home Office 
Syracuse, N. Y. 


Branches in All Principal Cities 


When writing to advertisers kindly mention THz Journat or AccountTANcyY. 
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Street Railway Accounts 


A Manual of Operating Practice for Electric Railways 
™ Second Vice-President, American Electric Railway 
By Irville A. May, C.P.A, Associaton; Comptrotter, The Connee 


— this new book the accountant can get a complete picture 
of the complex operating routine of a large street railway system; he 
can visualize the conditions that exist, and see how the accounts are kept 
from the receipt of the passenger’s nickel to the final summary of profit and 
loss. He can see how the comptroller gathers, summarizes and classifies his 
accounting data from the records of perhaps hundreds of men for whom he 
is responsible though they are not under his immediate direction. 


The book is divided into four parts—Accounting 


Department Organization, Work Outside the 
CHAPTERS Comptroller’s Office, Work Inside the Comptrol- 

1. Company Organization ler’s Office and Working Forms. 

Department The methods given will apply to the work of a 
3-5. The Passenger Service large system or a small one. They show how to 
6-8. The Express and Freight apply the Interstate Commerce Commission’s 

Service Accounting requirements, which are now being 

9. Auxiliary Operations generally adopted, to actual working conditions. 

10-11. Handling the Pay Rolls : ; 
12. The Purchasing Department The forms given are an important part of the 
13-14. The Stores Department book. Selected from the practice of some of the 
15. Additions and Betterments best organizations, they represent the result of 
16. Miscellaneous Work careful study directed toward recording maximum 
17. The General Books information with minimum labor and expense. 
r Earnings, Expenses, 
Sent on Approval 
19. Accounts Receivable and P ‘ 
Collections “Street Railway Accounts” will be sent to any 
20. Invoices and Voucher Accounts responsible accountant or street railway official for 
Payable a five days’ personal examination. Use the coupon 


21. Operating Statements below in ordering. bak 
22. Details of Departmental Man- 
agement 


. The Statistician’s Work 


w 


24. Audits Tue Ronatp Press Co., 21 Vesey St., New York. 
Kindly send me a copy of ‘‘Street Railway Accounts.” 
25. The Use of Forms At the end of five oye 3 will either sotere the volume 
26-28. Forms for Passenger and Ex- or remit the price, $5.00. 
press Service, Maintenance of - 
Stores and Acci- 
Address eree eee ewe 
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For Full Description and Prices 


Write for Circular C-1711. 
IRVING-PITT MANUFACTURING CO. 
Kansas City 


Commercial Happiness is the Result of Satisfaction 


It must be a pleasure to conduct a commercial enterprise; a desire 
to succeed; an inclination to go on and on in upbuilding and growth. 


EGRY 
REGISTER 
SYSTEMS 


are creative of im- 
pulses that yield ef- 
| ficiency, satisfaction 
| and definite results. 


Your copy of the Egry catalog is awaiting your call. Become acquainted with the most 
complete line of autographic and manifolding register systems on the market, for surely 
you will be enthusiastic in recommending these Systems of Merit to your clientele. 


THE EGRY REGISTER COMPANY 
Dayton, Ohio, U. S. A. 


When writing to advertisers kindly mention THe Journat or AccouNTANCY. 
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| i hi 
| xamine, free, this great 
e 
accounting guide! 
AUDITING— THEORY AND PRACTICE, the fa- 
mous book by R. H. Montgomery, Ex- 
{ President of the American Association of Public 
Accountants. 
In making audits, the book is an indispensable 
guide. It gives you everything—foundation , 
principles, how to begin work, full procedure 
in making both balance sheet and detailed 
audits, conducting investigations, preparing 
certificates and reports, handling deprecia- 
tion, etc. 
In general accounting work its 800 pages are a 
veritable accounting encyclopedia. Hardly a 
| situation can arise where you can not turn to Packed With Information | 
your copy of “Auditing” for practical sug- Every Accountant Needs 
= gestions on what to do, how to save time, 13 rules for verifying inventories. ‘ 
— avoid unnecessary work or distinguish the 
oe j nC} The best to treat ofit on the sale of 
ail vital from the incidental. fixed assets of a concern. be 
Where 75 per cent o cations may 
In preparing important financial statements, looked for. . 
, . The 18 rules for partnership agreements. 
where you must be sure you're right, Mr. | A safe definition of “surplus” for the 
Montgomery’s judgment and experience are Starting «perpetual inventory of stock on 
simply invaluable. The right pose on ie prog sheet to show 
working capital. 
What Users Say Points on profit and loss accounts for hold- 
in, companies. 
Three rules for business concerns to 
Accountants and auditors in all lines of business, in follow in borrowing money. 
He! state, uniformly can not say too much for Should inventories valued at cost or | 
“Auditing.” market! | | 
The five simple principles of balance sheet ) 
“Just what I’ve been looking for. No accountant should Heidliee treasury stock in the books. | 
be without it,” writes A. R. Cochran, Spence Baggs The errors that creep into accounts, and | 
Stove Co., Ohio. “Wonderfully pleased with it."—J. | ition of profits: The 
W. Simpson, Pa. “Wouldn’t part with my copy for legal definition. 
many times its cost.”—D. S. Mills, C.P.A., North Caro- form Ser baleace 
; “ ’, ” ints about statements for credit managers. 
lina. P Couldn’t be more complete. we L. Louks, What the accountant should know about 
Detroit. Have just taken five copies.”—Charles depreciation. 
Neville & Co., Savannah, Birmingham, Etc. “More Suggestions for igoosinns ae methods. 
= i i i <_< tt t into a repor 
a book—an institution.”"—H. K. W. Scott, ‘tex 
Innesota. p accountants. 
‘oints about financing by acce ces. | 
And soon. You can’t make a mistake on this book. : | 
22 St. New York City 
New 
Send No Money—Book Must = yous offer copy of 
i 4 t ’s “Auditing.” ter five ys’ 
Satisfy You First to remit the price, 
before you pay a cent for “Auditing,” we want you OF 
to examine it from cover to cover. The 800-page Name 
book, bound in full limp leather, will be sent you Business Firm or 
without deposit of any kind. Judge for yourself Reference 
tts great value. Just fill out the coupon. Address i 
ij 
When writing to advertisers kindly mention THe JournaL oF ACCOUNTANCY. 
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The Texas Oil Co. Installed ““Y and E” 


Machine Accounting Equipment 


Because they found, (1) the “Y and E” tray or 
desk is easier to work with, (2) a “Y and E” Card 
is easier to handle, (3) accounts are kept in one 
tray instead of three or four binders, (4). reference 


is facilitated by the better indexing system, (5) one ““Y and E” 
Card tray helds as many accounts as four binders of ordinary 


An excellent 
pencil for 


= = 
= = 
= capacity at of one, 
accountants wales Ge 
= body can handle it (8) 
= can handle more | 
A “scratchy,” gritty = 
a pencil that breaks easily = : 
ES or wears down quickly, = E 
is an abomination—not = 
the kind you want for 
3 the master drawing pencil = Mec. 
isan excellent pencil for 
accountants. The leads 
are smooth, gritless and Complete Your Set of 
responsive—easy to work Bound Vol . 
with. They do not wear oun olumes [ 
down quickly nor break We have a limited quantity : 
easily, nor will they pull of bound volumes of the Journal } 
out when sharpening. of Accountancy in stock at the i 
Wri present time. Better complete P 
etter head for umes are available. 
4 length samples of your Vol. 8 ‘ 
favorite degrees. Try ye J 
them out. Then insist $5.00 per vol. te 
upon the Eldorado for “16 
2 your work. ‘* 18—$4.00 per vol. 
es 3.00 l. 
JOSEPH DIXON CRUCIBLE CO. 23 | $9.00 per vo C 
Dept. 117-J, Jersey City, N. J. JOURNAL OF ACCOUNTANCY | | % 
20 VESEY STREET, NEW YORK 2 
When writing to advertisers kindly mention THe Journat or ACCOUNTANCY. 
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CENTRAL LOOSE LEAF COMPANY ANALYSIS PAPER 


SPECIALISTS 

or ; Buff and White—Four grades— 
d Benton Harbor, Michigan 4 to 28 columns wide, in variety 
re of styles, always carried in stock, 
. To Accountants of the Best Type: padded or loose. 

Send us the order for your next complete system Send for price list and samples. 


and let us show you we know how. Other good 
Accountants know we know how. L. H. BIGLOW & COMPANY, Inc. 
62 BROAD STREET 
Highest Standards - Better Service - Lower Prices NEW YORK 


ILVERED 
Address Box 596 c/o Journal of Accountancy TEEL PEDS 


Accountant Consulting only. A well known expert The Best by Test J.A. 


in mechanical office methods and sys- Cut out this notice and send it to us for 


AMM 


tems, with constructive ability in designing and adapting 7 
St. accounting to accounting and book-keeping machines; in- samples, FREE. 
. timate knowledge of rulers, printing and binders’ arts? SPENCERIAN PEN CO. 
re Dee a few more clients. Twenty years’ practical 349 Broadway Mow Yeok 


Address Box 601 c/o Journal of Accountancy 


Accountants and 
Competent junior or semi-junior under Business Men 
Accountant draft age wishes opening with ac- La can lock up 

; countancy firm outside of New York City. Willing to go th a in 
to Cuba or South America. High School and Account- ee Portfolio 
ancy Institute graduate. Four years book-keeping, cost while on an audit 
accounting and public accounting experience. Creditable or traveling 

record. References. Salary $30 per week. : 
Address Box 602 c/o Journal of Accountancy 60 Styles, Silk 

y Stitched in Brown, 

al Auditor and office manager (29), Russet, Black or 
Accountant exempt, lately manager of account- Black ny in, made 

le ing department, supervising over seven subsidiary com- excep ionally 
panies’ accounting work, 30 employees and 10,000 accounts; This L. L. B. Portfolio, size 16x10 strong, from $4.50 
te personally handled general ledger, etc; knowledge syste- with four pockets, made of best grade sole to $18.00. 
matizing, organization, foreign exchange; good corres- leather, in black, tan, brown and black - 

1- pondent; well versed on ledger card systems, machine grained, silk stitched, lock and key, $6.75. my gece Brepeté Bey 
bookkeeping; ten years’ practical experience; salary Send for catalogue No. 28 Money back if not satisfied. 
$2,500.00 Address Box 597 c/o Journal of Accountancy L. L. B. Case Mfg. Co., 5 Cedar St., New York City. 

. studying for C.P.A. cer. | SPECIALLY RULED ANALYSIS PAPER 
Junior Accountant tificate, desires to con- for Certified Public Accountants 
nect with firm of accountants where ability and compe- Carried in Stock 
tency will lead to success. Possess high school education Sample and price on application. 
with three and one-half years’ practical experience. Stu- Also blanks and account books of every description 

t of accountancy class of Walton School of Commerce, nted to order. 
Frank Broaker and Alexander Hamilton Institute. THE HENRY 0. SHEPARD COMPANY 
Address Box 599 c/o Journal of Accountancy 632 Sherman St. Chicago, 
age 27; 5 years’ experience as - 
Cost Accountant 25 Cents in Cash 
ce as cost accountant with manufacturing concern; i i perf 

Y would appreciate connection with accounting firm in N. Y. be paid for every ae ny of i 

City, At present employed with large factory in New August, September or October, 1917 number 
mgland. Salary $1,600 to start with if there is a good of The Journal of Accountancy returned to 
opportunity for advancement. th blishe bef ber 15, 1917 

Tsonor ore December 
Address Box 598 c/o Journal of Accountancy 
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Classified Advertisements 


Copy for Want Ads. must be in our hands by the 22d of the month preceding the date of issue. 


Terms $2.50 an inch, payable in advance, 


HELP WANTED 


HELP WANTED 


Accountants 


EXPERIENCED SENIORS, QUALIFIED BY TRAIN- 
ING TO CONDUCT AUDITS, INVESTIGATIONS, IN- 
STALL SYSTEMS AND ASCERTAIN COSTS; PUB- 
LIC ACCOUNTING EXPERIENCE PREFERRED BUT 
NOT ESSENTIAL. STATE AGE, EDUCATION, PRO- 
FESSIONAL TRAINING, WHETHER MARRIED OR 
SINGLE, NATIONALTY AND ANTECEDENTS. GIVE 
CHRONOLOGICAL ACCOUNT OF BUSINESS AND 
PROFESSIONAL EXPERIENCE, PRESENT AND EX- 
PECTED SALARY. REPLIES WILL BE HELD IN 
STRICT CONFIDENCE AND NO INQUIRIES MADE 
OF PRESENT OR PAST EMPLOYERS OR REFER- 
ENCES WITHOUT YOUR PERMISSION. SALARY 
COMMENSURATE; EXCEPTIONAL PROSPECTS. 
REPLIES MUST BE IN WRITING. 


LYBRAND, ROSS BROS. & MONTGOMERY 
55 Liberty Street, N. Y. 


Wante Two high-class senior accountants, one for 

our Chicago office, one for our Pittsburgh 
office. Must be certified public accountants or possess 
equivalent experience with at least five years in office of 
certified public accountant. Positions’ are permanent with 
excellent prospects and liberal salary to commence to man 
who can fill requirements. Apply in own hand-writing, 
giving detailed statement of previous experience and 
references, to 


ERNEST RECKITT & CO., Certified Public Accountants 
Marquette Building, Chicago, Illinois. 


WwW nte by well established firm of auditors in Buf 
a falo, two first-class senior accountants to its 
staff. Must be men of ability and experience in public 
audit work, capable of taking full charge of audits, Give 
full details of experience and salary expected. All infor- 
mation entirely confidential. 


Address Box 600 c/o Journal of Accountancy 


Wante by a firm of public accountants and indus- 

trial engineers, several thoroughly 
rienced senior accountants and cost accountants for per. 
manent staff. Must be capable of taking complete charge 
of large engagements. Give full particulars. All replies 
strictly confidential. Exceptional opportunity. 


Address Box 604 c/o Journal of Accountancy 


An established firm requires 
Manager Wante an experienced accountant, 
a member or associate of Institute, to act as manager for 
branch office. Replies will be treated as strictly con- J 
fidential. 


Address Box 605 c/o Journal of Accountancy 


A well- established 
Industrial Accountants ssblished 
poration, with a staff of auditors and accountants already 
organized, wants men with considerable experience for 
high-grade auditing and system work; men with experk 
ence in textile lines preferred. State age, experience, sal- 
ary and give references. 

Industrial Service & Equipment Company 

226 Devonshire St., Boston, Mass. 


C. P. A. Partner Wanted 


Established firm of public accountants of New York de 
sires to associate with a certified public accountant. 


Address Box 593 c/o Journal of Accountancy 


SITUATIONS WANTED 


Accountants 


Seniors with professional training wanted by 
prominent firm of public accountants. Only 
thoroughly capable men need apply. Good pros- 
pects to the right men. Please state full particu- 
lars of experience, references and salary expected. 


Address Box 591 c/o Journal of Accountancy 


Bookkeeper Wanted 


Bookkeeper for export and import house; ready to take 
full charge of branch accounts and prepared to go to 
South America shortly. Only applicants stating full de- 
tails as to nationality, positions held, age and salary will 
be considered. 


Address “Exporter,” Room 307, 135 Broadway, New York 


ats College man, age 25, single, 
Position Wanted desires to become associated 
with C.P.A. where valuable experience may be obtained. 
Completed courses in advanced accounting, auditing and 
other business subjects at University of Pennsylvania. 
Four years accounting experience. At present employed 
as bookkeeper at $150.00 per month. Good references, 


Address Box 595 c/o Journal of Accountamey 


High Grade Accountant and Systematizer | 


experienced as public accountant, wants position with 
firm or business house having branches in other cities 
Thorough, reliable and have highest references, 


Address Box 594 c/o Journal of Accountaney 


Certified Public Accountant 


who is also an attorney-at-law, with wide experience as # 
senior on the staff of a large accounting firm, desires t 
associate himself with a corporation in an executive 
capacity. 


Address Box 592 c/o Journal of Accountancy 
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Who’s Your Printer ? 


Does he understand all the economical ways of handling your order? 
Does he understand proper color arrangement of ruled forms? 

Can he offer suggestions of value on a complicated form? 

Does he use the proper materials ‘‘in the bindery end of it?”’ 

Does he operate his own plant? 


If your printer can’t say “yes’’ to these 
questions, try us. We can. 


CurisTian E. Finck, Jr. 


29-37 Sullivan Street 


Accounting Principles 
by 


SAMUEL F. RACINE, 
Certified Public Accountant 


The second edition of Accounting Prin- 
_ ciples, revised and enlarged to contain 
much new matter is now ready for 
distribution. 
It is a synopsis of all of the books and 
|-C P. A. questions ever published on the 
Theory of Accounts, condensed to 
convenient size for the busy accounting 
student. A book that has been seven 
years in the making. Just the book to 
study during the month preceding the 
examination. 


Over three hundred pages of concrete, 
authoritative information, postpaid, $3.00. 


The 
Western Institute of Account- 
_ ancy, Commerce and Finance 


2d and Madison Seattle, Wash. 


ACCOUNTING 


For ten years we have stood for ef- 
ficiency and HIGH GRADE WORK 
in home study courses. Be 


Accountancy, Auditing, Factory Cost 
Accounting, Busitiess Law, and Spe- 
cial Post-Graduate Course in Practical 
Accounting Problems in preparation 
for the C.P.A. Examination. 


Send for catalog. No solicitors or 
agents employed. Prompt, personal — 
service of R. J, Bennett, CA, C.P.A. 


Bennett Accountancy Institute | 
261 Farragut Street, Philadelphia, Pa. 


Whea writing te advertisers kindly mention Taz Jounwas oy Accountancy. 
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What Is Your Mental Rating? 


How Do Your Employers Rate Your Ability ? 


Are you proving that you can think and act on your own 
initiative for the ultimate profit of your firm? Are you winning 
favorable notice as a man who can see ahead and plan ahead, 
systematize detail, install effective procedures, and achieve re- 
sults? Are you giving the impression that some day you will 
be, able to handle big accounting or big executive duties in a 
big way? 

In short, is your mental rating high on the part of your ecuaalawtons 
the men whose opinions largely govern in the matter of your advancement? 

Men with high mental rating, men singled out as “‘comers,” are looked 
upon as potential partners in Accountancy practice, or as treasurers, com>- 
trollers, and directors of business concerns. These are the men who can 
be relied on to assume and discharge heavy responsibilities. 

Such men quickly win promotion and steadily increase their earning 
power. Their positions are secure—the organization problem is how to 
keep them because of their developed usefulness, their growing capaci:y 
for important executive tasks, and their market value. 


Develop A High Mental Rating 


Just as you can eventually secure a high financial rating by systematic saving 
and wise investment of your money, just so you can secure a high mental rating es. un 
Accountant or as a Business Executive by means of productive study in conjunction with 
practical experience. 

Study Accountancy and Business as related sciences, Master the be sic principles tat 
underlie Business and the accepted procedures that characterize Business. Learn to 2p 
ply these principles and procedures—accounting, financial, legal, and executive—to all 
kinds of commercial enterprises. 


The Pace Standardized Courses in Accountancy 
and Business Administration 


Pace graduates win high mental rating. Many have become valued memivers ot the 
professional staffs of leading Accountancy firms. Others have become practicing account- 
ants with profitable clienteles of their own. Still others have achieved notable success 
as auditors, treasurers, credit managers, comptrollers, and general executives. 

The Pace Courses are available either in Resident Schools or by Extension through 
the mails. Many successful accountants and business executives have secured their 
training through the Extension Course. 


Send for descriptive Bulletin and for complimentary copy of “Your Market 
Value,” a 36-page booklet which tells how many men and women have developed 


PACE & PACE 


HUDSON TERMINAL, 30 CHURCH STREET; NEW YORK | 


When writing to advertisers kindly mention Taz Journmat or Accountancy. 
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